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Economic Brief With Respect to the 
Proposed Marketing Agreement and Proposed Order 
for the 
Louisville, Kentucky, Marketing Area 


INTRODUCTION 


= The proposed marketing agreement and proposed order for the Louis- 
ville, Kentucky, Marketing Area is intended ¢0 maintain returns to producers 
supplying milk to the area at a level which will give them a purchasing 
power equivalent to that which they had from August 1919-July 1929, in 
accordance with the policy of Congress, as stated in the Agricultural Mar- 
keting Agreement Act of 1937. This objective can be attained through the 
maintenance of efficient and stabilized marketing conditions in the channels 
of interstate commerce as provided for in the provisions of the proposed 
marketing agreemens and proposed order. The principal methods by which it 
is proposed to accomplish this purpose are; 


1. The classification of milk according to use; 


2. The fixing of minimum prices for Class I and Class II, milk and 
the provision of a method of fixing prices of Class III milk; 


3. Making available to all participants the facts respecting the 
total usage in each.class, as well as certifying to the accuracy of the 
individual handler's-weights, tests and reports as to the usage, on the 
Dasis of, which the total payments for such handler's Class I, Il, and III 
milk are calculated. 


4. Providing an equitable apportionment of the proceeds of milk to 
all producers by the pooling of all proceeds of milk to all handlers and the 
payment to producers according to a composite price plan. 


The economic basis for the proposed marketing agreement and proposed 
order is set forth in detail in- the following pages. 


~ 2 = 
PART I 


Economic Conditions With Respect to 
_ Milk Producers : 


There existed in 1933 an acute economic emergency which was in 
large part the consequence of a severe and increasing disparity between 
the prices of agricultural and other commodities. This disparity largely 
destroyed the purchasing power of farmers for industrial commodities. 
Such conditions which affect the purchasing power of farmers are in part 
caused by and in part are accompanied by a disruption of orderly market— 
ing of agricultural commodities in the channels of interstate commerce. 


Cash income from farm production in the United States in 1932 was 
less than 50 percent of 1929 income. Such a severe economic emergency 
existed that producers: generally made requests for Federal regulation of 
the marketing of agricultural commodities to bring about orderly and 
stabilized marketing conditions. Under licenses, marketing agreements 
and orders, the: Iederal: Government. has regulated the interstate commerce 
of milk and other agricultural: commodities. 


Since 1933 the Federal Government has participated in the regula 
tion of milk prices and milk marketing practices in 54 markets throughout 
the United States. Such regulation of the interstate commerce in fluid 
milk has been carried on in the Louisville, Kentucky, Marketing Area, 
since June 1934, under Federal Milk License No. 60. 


The necessity for the resulation of interstate commerce in milk 
becomes obvious when the importance of milk production as an agricultural 
enterprise is considered. \. In 1929, 1.8 billion dollars, or 18.0 percent 
of all cash income arising from farm products sold in the United States 
was supplied from the sale of dairy products; in 1932, 22.6 percent was 
supplied from this source; and in 1935, 17.9 percent of the cash income 
from sales of all agricultural products was supplied from the sale of 
dairy products. (See table 1.) 


The general disparity between the prices of farm commodities and 
the prices of other commodities that existed in 1933 does not exist to 
the same extent at the present time. But continuing and constantly re- 
curring disparities caused by disruptions of orderly marketing do exist 
in the marketing of fluid milk. 


The proposed program for the Louisville, Kentucky, Marketing Area, 
recognizes this disruption of interstate commerce. A contimuance of a 
Federal regulatory program to assure orderly marketing conditions in the 
Louisville, Kentucky, Marketing Area is necessary if the purchasing power 
of farmers in this area is to be maintained. 


An economic emergency with respect to milk producers similar to 
that which existed in the United States as a whole prevailed in Kentucky 
and Indiana, the States in which the supply of milk for the Louisville, 
kentucky, Marketing Area is produced. 
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From 1929 to 19331/ the prices received by farmers in these States for 
milk sold wholesale declined steadily. (See table 2.) In 1933 the average 
farm price of milk sold wholesale in Kentucky was 52.3 percent lower and in p 
Indiana was 48.0 percent lower than in 1929. While prices received by farm— 
ers for milk sold at wholesale in these States declined markedly, the pri- 
ces paid by farmers for commodities declined to a mich less extent. The oo 
index of such prices declined from 95.5 (1919-1929 = 100) in 1929 to 68.0 in 
1933, a decline of only 28.8 percent. (See table 2.) Thus there was a 
marked decline in the purchasing power of milk sold wholesale by farmers 
in these States during this period from 1929 to 1933. 


From 1929 to 1933 there was also a marked decline in the gross in- 
come from milk produced on farms2/ and the cash income from dairy products 
sold in the two States which supply ‘the milk sold in. the Louisville market- 
ing area. In'1929 the gross income from milk produced on farms was 
$68,110,000 and $44,072,000 in the States of Indiana and Kentucky, respec- 
tively. In 1933 the gross income from milk produced on farms was 46.8 per- 
cent, and 48.0 percent below comparable figures in 1929 in the States of 
Indiana and Kentucky, respectively.. (See table 3.) 


Cash income from dairy products sold from farms3/ during the same 
period dropped 48.8 percent in Indiana, and 52.0 percent in Kentucky. (See 
table 4.) : a ‘ : es 


The foregoing facts and considerations demonstrate that in the two 
States which supply milk to the Louisville Marketing Area, during the period 
1929 to 1933 there was .a marked decline in (1) the prices received by pro- 
ducers for milk sold wholesale, (2) the purchasing power of such milk, (3) 
the gross income from milk produced on farms, and (4) the cash income from 
dairy products sold from farms. 


The condition of milk producers in the States which supply milk to 
Louisville improved somewhat in 1934, 1935 and 1936. But in 19304/ 8Toss 
income from milk produced on farms in Indiana and Kentucky was still 31.0 

percent and 30.2 percent, respectively, below the 1929 level. ‘the farm 

prices of milk sold wholesale in 1936 in Indiana and Kentucky averaged only 

$1.90 and $1.95 per hundredweight, respectively, which are $.64 ‘and $.69, 
respectively, below those received in 1929.. Thus, the dairy farmers in this L 
area have not been fully relieved and a continuance of a Federal program is 
necessary. ° 7 


pe a a ee 


1/ It can be seen in Figure 6 (page 57) that the prices paid for milk in 
these two States in 1929 were not abnormally high. hen) 
2/ Calculated by multiplying the estimated quantity ‘of milk produced, @ 
less milk fed to calves, by the average value per 100 pounds. It includes 
the value of milk, cream, and butter consumed in the household on the farm 
where produced. 
.3/ Computed by adding together the estimates of receipts from sales of 
milk, cream, butterfat, and butter. ‘The income from sales of dairy cattle 
and calves is not included. 
4 / Latest year for which figures on income are available. 
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Table 2.- Index of prices paid by farmers for commodities 
bought, and wholesale farm price of milk per hun- 
dredweight in Kentucky and Indiana and percent 
decline since 1929 


—————$$——————— , —__., ——_—.- = 5 a 


rindex Ole prices! ma barm purce : ‘Harm price 
Year ‘paid by farmers ‘of milk sold Percent ;of milk sold : Percent 
‘for commodities ‘wholesale per ‘decline ! wholesale per: decline 
and ‘bought, August ‘hundredweight : since ‘ hundredweight | since 
:1919-July 1929 = : in : 1929 : in ‘ 1929 
Meeeonth, | 100). 7 7 in skentucky... tees sMpndi ana st: = 
‘Percent Dollars ‘Percent : Dollars : Percent 
1929 95.5 2.64 ) ena 2.54 ~. 
1930 90.5 2.33 eee Bens Teas 
1931 77 04 visas e258, 3 de TS : $1.89 
1932 66.8 oe et Pole OSL 1.40 : 44,88 
1933 68e0 1.26 “nS Ae 1.32 ' 48.03 
1934 76.7 1.44 A foro | i 1.48 : 41.73 
1935 (200 1.60 : 39.49 .: Peo i “ree 
1936 aes 1.95 2) Aes ie: 1.90 » 1 250 
1937 ; 
Jamuary | 81.1 2630 ale .Oou.: oeee -. ese 
February : 82.4 Ae) Mal cece) Zecd : 13.39 
March 82.4 2.30 ales. 2.05 1 ‘aes 
April 83.6 | 2015 8.56: | 2.05 ' 19.29 
May 83.6 Blo : 20.45 1.95 23.23 


eee 


Compiled from reports of the Bureau of Agricultural Economics. 
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As in the United States as a whole, milk production as an agri- 
cultural enterprise in Indiana and Kentucky is of great importance, 
Some indication of this importance is given in table 1, which shows the 


percentage of total.cash income of agriculture which is derived from the 
dairy enterprise. | 


In Indiana the sales of dairy products amounted to $57,756,000, or 
19.2 percent of the farmers! cash income in 1929, $30,200,000 or 22.5 
percent in 1932, and $37,756,000 or 16.0 percent in 1935. In Kentucky 
the sales of dairy products amounted to $25,534,000 or 14.9 percent of 
the farmers! cash income in 1929, $12,378,000 or 16.8 percent in 1932, 
and $15,578,000 or 13.6 percent in 1935. 


The disruption and instability of interstate commerce in the im- 
portant agricultural enterprise in Indiana and Kentucky causes a serious 
decline in the purchasing power of farmers. Consequently, activity di- 
rected towards establishing and maintaining orderly marketing conditions 
for the Louisville Marketing Area is warranted and necessary to effectu- 
ate the policy of Congress as stated in the Agricultural Marketing Agree- 
mony Act of 1937. 


PART II 


Character of the Commerce 
in Milk in the Louisville, Kentucky, Marketing 
Area 


The Louisville, Kentucky, Marketing Area, situated on the boundary 
line between the States of Kentucky and Indiana, has, as would be expect 
ed, much interstate commerce in the fluid milk industry. Milk is shipped 
to the marketing area from both States, and handlers operating in the area 
sell milk in both States. In addition, some handlers handling milk which 


does not cross State lines mix such milk with milk which has crossed State ~ 


lines. 


The Bureau of Railway Economics reported in 1933 that 1,867,858 
pounds of milk and cream were shipped into the Louisville market in inter- 
state commerce. The milk and cream originated in the eight States of Ala- 
bama, Georgia, Illinois, Indiana, Michigan, Mississippi, Tennessee, and 
Virginia. Large quantities of cheese, butter and evaporated or condensed 


milk were also shipped long distances in interstate commerce to this market. 


Shipments from the Louisville, Kentucky, milkshed in 1933 were also 
reported by the Bureau of Railway Economics. They amounted to LL Dy 270 
pounds of milk and cream and over 11 million pounds of butter, cheese and 
evaporated and condensed milk. (See table 5.) 


@ 
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The milk for ,fluid use in the marketing area is produced in the 
Counties of Bullitt, Grayson, Hardin, Henry, Jefferson, Meade, Nelson, 
Oldham, Shelby, Spencer, and Trimble in Kentucky,.and the Counties of 
. Clark, Floyd, Harrison, Jefferson, Scott, and Washington in Indiana. 

All of the fluid cream used as sweet cream in the marketing area is also 
produced in these same counties. 


_ During the year 1935 there was purchased by handlers who reported 
‘to the market administrator under Federal License No. 60 in the Louis- 
ville, Kentucky, Marketing Area, 85,031,602 pounds of milk. Of this 
amount 69,434,890 pounds, or 81.7 percent, was purchased in the State of 
Kentucky, 15,234,003 pounds, or 17.9 percent, in the State of Indiana, 
and a very small quantity, 362,170 pounds, or .4 percent, was purchased 
in the State of Tennessee... (See table 6.) 


Some handlers regularly purchase milk from producers located in 
Indiana, or Tennessee, as well as from producers located in Kentucky. 
These handlers actually mix milk purchased in Kentucky with milk which 
has crossed State lines. The purchases of such handlers from producers 
‘located in States’ other than Kentucky which are.a part of the milkshed 
amounted in the year ending June 30, 1936, to 9.8.percent of all milk 
purchased by handlers in the market. Such handlers also distribute 
73.4 percent of all milk handlers purchase in Kentucky for ultimate dis- 
position in the marketing area. Thus, nearly 70 percent of the milk pur- 
chased by handlers in the market crosses State lines on its way to market 
or is physically mixed with milk which has crossed State lines. 


Some milk produced in the State of Kentucky never leaves the 
State nor comes in physical contact with milk which has been purchased 
outside of Kentucky or with milk which is purchased for sale in other 
States. But the economic boundaries of a marketing area do not always 
have any close relation to the political boundaries, and the provisions 
of a marketing agreement and order are based on economic boundaries. 


Section 8c (1) of the Agricultural Marketing Agreement Act of 

_ 1937 provides that: "The Secretary of Agriculture shall, subject to 
the provisions of this section, issue, and from time to time, amend, 
orders applicable to processors, associations,’ and others engaged in 
the handling of any agricultural commodity or product thereof specified 
in subsection (2) of this section. Such persons are referred to in this 
title as 'handlers!. Such orders shall regulate, in the manner herein- 
after in this section provided, only such handling of such agricultural 
commodity, or product thereof, as is in the current of interstate or 
foreign commerce, or which directly burdens, obstructs, or affects in- 
terstate or foreign commerce in such commodity or product thereof." 
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Table 6.— Purchases from producers by State of origin and percent of total 
purchased in each State, June 19%4 - June 1936 


Year Mentudcy. Ses Mndiana © yo Tennessee 
and Percent | Percent | “percent. lobal 
nnd we Melumcendse orem Volume i ortfotar:! + Volum cof total’ ae | 
aon Pounds ‘Percent : Pounds ‘Percent Pounds Percent Pounds 
June aig taeeacae? G2. Tee IMAoei sor 17700 %. . : 7,947,594 
July MG Coreoo eotes See lrcorne | loa” 1¢ Wap? Ole 
Piast 6, 279, Sta) re2s2 7 Igoe, 898: 17.8. : : 7,636,441 
September! 5,657,716: 82.3 { 1,214,318: 17.7 ' 6,872,034 
Otober °° 5,100,517: 81.7 N° 2y143,143: “18.3 : | 6,243, 660 
November ' 5,158,799: 82.2 } 1,117,983: 17.8 : 86 276,182 
fecembor 5, 207/017) "6T.1 rey, crarou4: 18.9" : y Geto; ee 
1935 vapeet ; 
January : 5,402,603! 80.8 : 1,283,953: 19.2 | ' 6,686,556 
February } 5,086,297: 80.9 : 1,201,109: 19.1 | : 6,287,406 
March WSLS SPNONoe | SIS 5° weleees, 505: LOH Oia | 7,277, 784 
April P GRio pote Co se Maes aoo om 217.9% 14, Boge ee 
May } 62856 ;879° 81-0, "lso0s Ola 19.0": 8,460,897 
June Mug olce sphya ldo ketetgea sir Oia (es destomenioeo ©: : 7,976,106 
July BreAeens = Baloo: MIP 7erileo et 1558 % rity Pare, Cae 
August Greveroso: MEZ/5° VAL sea7Fae0.” 16s": ; 8515, 420 
September: 6,132,084: 82.8 ! 1,275,472) 17.2 | : 7,407,556 
October : 5,075,717: 81.9 { 1,068,540: 17.2 ; 53,120 ue 9. | Baten ea 
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Compiled from annual reports of the market administrator. 
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Section 8c (5) (A) of the Agricultural Marketing Agreement Act 
of 1937 states that; "In the case of milk and its products, orders is- 
sued pursuant to this section shall contain one or more of the following 
terms and conditions, and (except as provided in subsection (7)) no others: 


"(4) Classifying milk in accordance with the form in which or the 
purpose for which it is used, and fixing, or providing a method for fix 
ing, minimum prices for each use classification which all handlers shall 
pay, and at the same time where payments shall be made, for milk purchased 
from producers or associations of producers. Such prices shall be uniform 
as to all handlers, subject only to adjustments for (1) volume, market, 
and production differentials customarily applied by the handlers subject 
to such order, (2) the grade or quality of the milk purchased, and (3) the 
location at which delivery of such milk, or any use classification thereof, 
is made to such handlers." 


As was pointed out above, mich of the milk in the Louisville, Ken- 
tucky, Marketing Area either moves across State lines as milk or cream, 
or, becomes mixed with milk which has crossed State lines. The question 
as to the degree to which the regulation of commerce in milk as specified 
in the proposed marketing agreement and proposed order mist be extended to 
. the handling of milk that does not move across State lines or does not be- 
come mingled with the milk which has moved across State lines obviously 
depends upon the extent to which the handling of such milk burdens, ob-— 
structs, or affects the interstate commerce in milk in the Louisville, 
Kentucky, marketing area. : 


The proposed Marketing agreement and proposed order fixes the pri- 
ces which handlers shall pay for milk purchased from producers. If pri- 
ces were fixed with respect to that milk which moves across State lines, 
and were not fixed for milk that did not move across State lines or be- 
come mingled therewith, it would be impossible for any marketing agree- 
ment or order to maintain and stabilize prices to producers and to ef- 
fectuate the policy of Congress as stated in the Agricultural Marketing 
Agreement Act of 1937. : 


The reason for this is that, with prices fixed by the marketing 
agreement and order for some milk, it would be to the interest of handlers 
to change their sources of supply in order to procure milk with respect to 
which prices were not fixed, i. €., milk not moving across State lines or 
becoming mingled therewith. ‘This is especially so under the plan set up 
in the proposed marketing ‘agreement and proposed order in which the sur- 
plus is spread over all producers. A handler buying milk in Kentucky only 


the excess price (see page 85 for fuller explanation). In this way he 
would receive some milk at excess prices even though he sold it as milk at 


sf cae 


fluid milk prices. Thus, not only would a larger volume of milk moving 
across State lines or becoming mingled therewith be sold at excess prices, 
lowering the prices received by those farmers in other States, but some of 
them would probably be left without any market for their milk. It is ob 
vious that the competition between milk from different sources would bring 
about the results set forth above and that the interstate commerce in milk 
would be seriously curtailed and disrupted. 


From the foregoing facts and considerations it can be concluded 
that much of the milk handled in the Louisville, Kentucky, marketing area 
actually moves across State lines or is directly mingled with milk which 
has moved across State lines, and that, in order to regulate the handling 
of such milk so as to effectuate the policy of Congress as stated in the 
Agricultural Marketing Agreement Act of 1937, the handling of all other 
milk in the marketing area mst also be regulated in the same manner. 


PARTY ITT 


The Supply Conditions in the Area Supplying 
Milk to the Louisville, Kentucky, Marketing Area 


A. Location and boundaries of the Louisville, Kentucky, milk supply 
area. 


The milk which enters the Louisville market comes from the two 
States of Kentucky and Indiana. Occasional shipments aiso enter the mar- 
ket from the State of Tennessee. Regular producers who supply milk to 
this market are located in the following counties: Bullitt, Grayson, 
Hardin, Henry, Jefferson, Meade, Nelson, Oldham, Shelby, Spencer and 
Trimble in Kentucky; Clark, Floyd, Harrison, Jefferson, Scott; and Wash- 
ington in Indiana: (See figure 1.) 


All the producers are approximately 35 miles to 65 miles distant 
from Louisville and either truck or have trucked their milk to the market- 
ing area. (Within a radius of 10 miles of the corporate limits of Louis- 
ville reside 90 percent of the producer—handlers who supply approximately 
3.0 percent of the milk on the market.) 


B. Type of farming in the area 


Table 7 shows the six type-of—farming areas which are found in 
the milk supply area, and indicates the importance of specialized dairy 
farming among the total of all farms. In type area 328, the dairy-tobacco- 
potatoes—truck—part-time farming area, which includes the marketing area 
and many farms close to Louisville, approximately 23 percent of the farm 
income comes from dairying. In type area 327, which also includes part of 
the marketing area on the south side of Louisville, 14 percent of the farm 
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Figure 1.- Location and number of producers supplying milk 
to the Leulieville Marketing Area 
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income comes from dairying. The remaining four areas making up the rest 
of the milk supply area are 365, 366, and 367 to the east and northeast, 
and 330 to the south. Although certain sections of these latter areas are 
important milk-producing regions with respect to the Louisville market, 
other farm enterprises, such as tobacco, livestock, and general farming, 
are of greater importance in producing farm income in the section as a 
whole. Farm income from dairying in type areas 365, 366, 367, and 330 
averages about 7 percent of all farm income. 


de. Uses Or. Land. 


The census of agriculture for 1930 shows that in the counties sur- 
rounding the Louisville market approximately 82.0 percent of the land was 
in farms in 1929. The 1935 census of agriculture shows that the land in 
farms in this area had increased to about 86.0 percent in 1934. Of the 
land in farms in 1929 in specified Indiana counties contained in the Louis- 
ville supply area, 35.0 percent was devoted to pasture, 12.5 percent to 
corn, 1.8 percent to threshed oats and 8.8 percent to hay. (See table 8.) 
These percentages were not changed materially in 1934, except for slight 
decreases in the percent of land devoted to threshed oats and hay. Of the 
land in farms in 1929 in Kentucky counties of the milkshed, pasture made up 
49.3 percent, corn 13.9 percent, threshed oats .6 percent, and hay 7.5 per- 
cent. In 1934 there was a slight decrease in the percentage of land in 
these counties in pasture, corn, and threshed oats, and a slight increase 
in the percentage of land devoted to hay. 


a. ~91ze6 of farms 


The average size of all farms in the Indiana counties of the milk- 
shed is 94.5 acres, while the average for the State of Indiana as a whole 
is 108.4 acres. The average size of all farms in the Kentucky counties 
of the supply area is larger than the average for the whole State of Ken- 
tucky, being 100.1 acres, while the average farm in the whole State has 
80.8 acres. The average size of dairy farms in the Indiana counties of 
the milkshed is 111.0 acres, while the average size of this type of farm 
throughout the State of Indiana is 109.0 acres. Dairy farms on the Ken- 
tucky side of the supply area are much larger than the general run of 
dairy farms in the State of Kentucky. The average size of Kentucky dairy 
farms in the supply area is 144 acres, while dairy farms throughout the 
State average only 114 acres. In Clark and Floyd Counties in Indiana, 
which it is proposed to include in the marketing area, the average size 
of dairy farms is 129 and 92 acres, respectively. In Jefferson County, 
Kentucky, in which part of the marketing area is located, the average 
size of the dairy farm is 118 acres. In the counties farther away from 
the marketing area slightly larger dairy farms are found. The average 
size of dairy farms in Meade, Washington, Hardin, Bullitt, Spencer, Shel- 
by, and Trimble Counties is 204, 130, 135, 157, 128, 157, and l2e acres, 
respectively. (See table 9.) 


C. Character of the dairy herds 


Table 28 shows that the average size of milk cow herds on farms re- 
porting milk cows in the supply area was, in 1929, approximately 3.95 cows. 


Petes 


Table 7.- Types of farming areas in the Louisville 
Area with their description and percent 
of income from dairying 


~ Type ; ae TEs percent “or al 
Area ‘ Description of Area ; income from 
_Number : ‘ ‘dairying ) 
‘ Percent 
327 : General, self-sufficing, livestock, ‘ 14 
tobacco ; 
328 ; Dairy, tobacco, potatoes, truck, part- | 23 
: time | 
330 : Tobacco, general, self~sufficing 6 
365 . Tobacco, livestock, general farming 8 
366 : Tobacco, livestock, general farming 9 
567 . Tobacco, livestock, general farming, 6 


. horse farms, country estates 
Compiled from "Types of Farming in the United States", U. S. 
Department of Commerce, Bureau of the Census. 
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On dairy type farms in the milkshed the average size of herds is 10.2 
cows. Shelby, Jefferson, and Oldham Counties in Kentucky have the larg- 
est herds with 14.8 cows, 13.1 cows, and 12.0 cows per herd, respectively: 
Herds on dairy farms in the Indiana counties of the milkshed are generally 
smaller, the largest herds, containing an average of 9.6 cows, being lo- 
cated in Clark County. Milk cows are approximately 50 percent of all cat- 
tle in the supply area. Jefferson and Trimble Counties in Kentucky and 
Floyd County in Indiana have the highest percentages of milk cows to all 
cattle. These percentages are 58.9, 57.5, and 55.7 for the above counties, 
respectively. The percentages of milk cows to all cattle are smallest in 
Meade, Grayson and Nelson Counties in Kentucky, where they are 45.9, 47.5 
and 45.8 for each county, respectively. 


Again it is enlightening to note the difference in the type of milk 
cows used on farms close to the market and on those farther away. (See 
table 9.) For example, on dairy farms in Jefferson, Clark, and Floyd 
Counties, which are closely identified with the marketing area, the per— 
cent that milk cows of dual-purpose or beef-breeding types are of all cows 
milked was 2.8, 1.3, and 1.5 percent, respectively, while in Henry and Gray- 
son Counties (counties more distant) the proportion was 8.0 and 6.4, re- 
spectively. Although the percent of milk cows of dual-purpose or beef- 
breeding types kept on dairy farms does not increase in direct relation 
with the distance, there is a tendency for farms nearer the marketing area 
to have a smaller proportion of that type of cow. The same tendency with 
respect to the proportion of dual-purpose, or beef-breeding, cows to all 
cows milked exists on farms which are not definitely of the dairy type. 
Such a condition would seem to indicate a tendency for fluid milk produc-— 
ers to be concentrated fairly near to the marketing area. 


Table 10 shows that milk production per cow varies widely among the 
counties surrounding Louisville and that those counties which are close to 
the market have the highest production per cow while those counties more 
distant from the marketing area have a relatively lower production per cow. 
Cows in Jefferson, Clark, and Floyd Counties, for example, produced A. O72. 
4,611, and 4,605 pounds per cow, respectively in 1929, while in Meade, 
Hardin, and Grayson Counties they produced 3, 317, 3,391, and 3,340 pounds 
per cow respectively. 


Figures on milk production per herd per day show that the most milk 
per herd on all farms is produced in Oldham, Shelby, and Jefferson Counties 
with 83.8, 76.5, and 68.5 pounds per herd per day, being produced in these 
counties, respectively. The smallest production per herd per day is found 
in Grayson, Scott, Meade, and Spencer Counties, where 18.5, 28.6, 28.5, and 
29.6 pounds are produced daily per herd. 


D. Production and disposition of milk in this section 
1. Production 
In Jefferson County, Kentucky, 110,481 pounds of milk were produced 


per square mile in 1929. In Floyd and Clark Counties, Indiana, 109,127 
and 94,663 pounds of milk were produced per square mile, but in Scott 
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County, Indiana, and in Grayson County, Kentucky, only 40,894 pounds 
and 31,225 pounds, respectively, were produced per square mile. (See, 
table 10.) Shelby County, Kentucky, was the most intensive milk-—pro- 
ducing county in the supply area with a production of 130,460 pounds 
per square mile. 


The total milk produced in the counties in which the Louisville 
supply originates was, in 1929, approximately 411 million pounds. (See 
table 11.) 


There is little difference in the nature of farming practice on 
general farms close to the marketing area and that carried on by farmers 
who live at greater distances. Diversified cropping and truck farming 
are characteristic of farm practice both near the marketing area and at 
more distant points. There is no particular group of farmers in this 
area that has any appreciable competitive advantage over other farmers. 


Ce Deliveries per day per dairy 


In table 12 are presented the average deliveries of milk per day 
per producer selling to reporting handlers during the period of the Fed- 
eral license in Louisville. There was a marked increase in the deliver-— 
ies per day per producer since the first months of the license. From 
June to December 1934 producers delivered an average quantity of 199.5 
pounds per day. The average daily deliveries increased to 216.8 in 1935 
and increased still further to 227.5 pounds per day in 1936. Individual 
producers have shown marked expansion in quantities delivered to the mar- 
ket. 


3 Disposition of the farmers! output 


Of the 411 million pounds of milk produced yearly on farms in the 
supply area, approximately 32 percent is produced on dairy type farms. 
Whole milk sold from dairy type farms amounts to over 30 million pounds 
and represents 20.9 percent of the fluid milk sold from all farms. The 
fluid milk sold from all farms in the supply area is 35.9 percent of all 
milk produced in the area. (See table 11.) 


Of the 43 million pounds of milk produced in Jefferson County, 
Kentucky, over 29 million pounds or 68.5 percent is sold as whole milk. 
Sixty-five percent of the whole milk sold from this county is produced on 
dairy farms. 


In Grayson County, Kentucky, in contrast, only 3.9 percent of the 
total milk produced is sold as whole milk and approximately 65 percent of 
the whole milk sold from this county is produced on dairy type farms. 


The percent of whole milk sold from all farms on the Indiana side 
of the supply area averages 258, while the whole milk sold from farms 
throughout the State of Indiana averages 43.0 percent of all milk produced. 
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On dairy type farms throughout the State of Indiana the whole milk sold 
is 73.7 percent of the total milk produced on such farms, while in that 
part of the supply area which lies in Indiana this percent is only 52.2. 


In the Kentucky counties supplying milk to Louisville, the percent 
of whole milk sold from all farms averages 41.6 while the whole milk sold 
from all farms throughout the State of Kentucky averages only 18.5. On 
dairy type farms throughout the State of Kentucky the whole milk sold from 
such farms is a very large quantity, being 67.9 percent of the total milk 
produced on such farms, while in the Kentucky section of the supply area 
the whole milk sold from dairy farms amounts to only 8.1 percent of the 
supply produced on such farms. Dairy farms on the Indiana side of the 
Louisville milkshed sell 52.2 percent of the quantity produced as whole 
milk while dairy farms on the Kentucky side of the supply area sell only 
8.1 percent of their production as whole milk. (See table 13.) 


The quantity of milk sold as farm butter from the Louisville supply 
area amount to approximately 3.0 percent of the total milk produced. The 
amountsof milk sold as cream amounts to only 1.0 percent of the total sup- 
ply in the area. The percent of the total production sold as butterfat in 
Indiana counties in the milkshed is 48.7, while the corresponding percent- 
age in the Kentucky counties of the milkshed is 26.8. In the Indiana 
section of the supply area 20.9 percent of the milk produced on farms is 
used on the farms, while 28.2 percent of the milk produced is used on the 
farms in the Kentucky portion of the milkshed. (See table 13.) 


It has been shown how there is a tendency for the type of dairying 
practiced in the Louisville supply area to change from a rather intensive 
specialized type close to the marketing area to a rather extensive flex- 
ible type on the borders of the supply area. The variations in the type 
of dairying practiced show that many producers close to the market exhibit 
a type of enterprise more like those at the border of the milkshed while 
specialized dairymen are found in limited numbers in outlying regions. 


-E. Relation of the feed prices and other prices to the butterfat 
and milk prices. 


The annual expenditures for feed purchased per farm in the Louisville 
supply area, as shown by table. 10 indicate that a considerable portion of 
the feed fed to dairy cattle by many dairy farmers in the Louisville area 
is bought and is not produced on the farm. Kentucky dairy producers in the 
milkshed spent approximately $350 for feed in 1929. Indiana dairy farmers 
spent about $379 for the same purpose in 1929. For individual counties of 
the milkshed, the annual expenditure for feed per farm varies markedly. 

In Meade County, Kentucky, only $87.88 was spent per farm for feed. In 

this county $125.00 was spent yearly for feed per farm of the dairy type. 
In Trimble County, Kentucky, the annual expenditure for feed per fam was 
even less than in Meade County, with only $62.91 being spent on all farms 


- 26 - 


OL6T Soma tmoTasy Fo snsucg so4exg portg moss pottdu0g 
*STV4O} WOTT pornsty ofeiroay x 


cere EelOtes aneoe ©: o.T 2°2 1S 1 Fosth = Geeraunds 77) a. esos 
Seo 2 cacy Bee Gc 6° t° eo cee 2 2086 oT QUT IL 
a Oem Bye) 2 ee ere oar, ime G° ee ge | egy ae toouods 
lero ee a ee CSOT SE Q*2 ; CPT One ae i. Gem A£qqous 
eee SMO ges: Ge Ose GS + a SSH anes weyPto 
See OST aa ee Q° OT. w= O1c9 CesT = = uosTeN 
eat 3 *esGt = eG 3 or teat Coe Be Ge 9 ; operon 
ole eat Se) a: Lut Leg eo -Bee 1S eGo aes UosTes for 
[ee ee eee te Thy ae HT G° 1208 “20s Ge 07 ; £IU0Y 
Ocpigeeemerice, of ETLGh 3° ; Bi ; Lag seo ee UT pIey 
iC e aeacsbe pin Gocele: Bh Hk oe Cnt (st ae Ge uoskery 
ed eh i ot: a og Beet n° Tic Oe cy ae JITTIN 
OCs Senet? Bot lee ye Be scet es ee Ow Te ose AXONGNAM 
BeOc™ gf eo s0cy of mele ot ae O° g25 me ccd 1 eget > (sapiimocng), -peqor 
DSN patina AES ey a ae a ee 29329 “oat = woxSutysey 
deOr era: goo eG reGe ee qT = = 07S “Se Nose 44008 
cee temic Fe 09:: g° G°T eS Ose = eee wosdozroer 
i cet eempce 28" 0709S Ge ; Ge} LSet, te Bee ; UOSTIZey 
Os leer eeoacis Banos) c.- | H°e : 9°OT PS c2e0: (= scath ars: péoTa 
a as gem as ee le Coat Lic OG. iso Siete YIETO 
cag ee i eect = jis 6°T A= Leh. OS On Cr VNVICNT 
quod Tog quod rog : Fuoo aod + 9uddT0g : quod 10g qUudDIOg {UudD 18g 

-- ig SmIey; suey Sites surey— 
uo ee ATT Or ae rive Weotd Se .1044nq Waey se: £Iteq TIv £4un09 

pesn uotyonp: ~ —-4eFazoy {ng se -PToOs uotyonp: PTOS uoTyonp : MTTwW : pue 

-Ord [2404 | PTOS woTyonpoud: ~oud T2109 |: -ord [2404 + oToUM se pTos uUOTyoONy : 84248 
FO qUODTOd : [e404 Fo 4uoDIEg: jo quoeaisg : FO JuSoTEeg +~-oud Teq104 Fo qusoizeg : 


; 


"6c6T ‘very ATddng yTIN ‘Ayonquoy ‘etTtastnoq ayy 
UT poonpoid YTIM [e404 944 FO yUSOAed se Sotqunoo 
peyooTss UT Suzez UO peonpoud yTIu fo UOTATSOdstq -*Cr etqey 


ce) ike 


for feed and $125.15 being spent for feed on dairy type farms in this 
countye In contrast to the above discussed counties, the annual expendi-~- 
ture for feed per farm on all farms in Jefferson County, Kentucky, which 
is close to the marketing area, was $269.15 on dairy type farms and the 
feed expenditure was $534.59 per farm in 1929. ‘The data on feed purchases 
in table 10 indicate a tendency in the counties close to Louisville for 
dairymen to buy slightly more feed. 


It is common in many market milksheds on the smaller farms close 

to the market with large herds and more specialized milk production that 
more feed must be purchased. Middle western dairymen depend very largely 
on home grown feeds to make their dairy rations and only supplement them 
to a limited extent with high protein content commercial feeds. Producers 
in the Louisville supply arca are located near the eastern boundary of the 
Corn Belt and aré producing milk in-a region which is well adapted to the 
growing of feed crops and pasture grass. 


Undoubtedly the price of feeds in relation to the price of milk is 
important in determining the use made of home grown. feeds, particularly 
on the more specialized dairy farms near to the market, but the really 
important pressure affecting milk production arises on farms farther away 
because home grown feeds may be shifted to either dairy cattle, to beef 
cattle, or to hogs, and it is the relationships between the prices of 
milk to butterfat, of butterfat to beef, and of butterfat to pork which 
doninate the action of the farmer who produces much of his own feed. 


In tables 14, 15 and 16 the trends of prices received by farmers 
in the Louisville supply area for various feed crops, hog and cattle 
prices, and the average prices of feedstuffs in Cincinnati, Ohio, which 
is the nearest large city to Louisville, are shown. Trends in hog, beef 
cattle, alfalfa hay, corn, butterfat prices, and Class I prices in Louis- 
ville are compared in figures 2, 3, and 4. Prices received by farmers for 
alfalfa hay after having increased considerably during 1934 declined sharp- 
ly in the spring and summer months of 1935. They began to show a gradual 
rise in October 1935 and a sharper rise in June 1936. The trend in alfalfa 
prices is still upward. Corn prices showed an upward trend until August 
1935 but after August fell off sharply until Jamary 1936. Since January 
1936 they have resumed their upward trend, falling off only temporarily 
in the summer and early fall months of last year. 


Prices received by farmers for butterfat did not increase in 1934 
to the same extent as did corn and alfalfa hay prices. Butterfat prices, 
too, fell off sharply early in 1935 but picked up in August and were com- 
- paratively favorable with relation to corn and alfalfa prices in the winter 
of 1935-36. Since June 1936 butterfat prices have been extremely unfavor- 
able relative to corn and alfalfa hay prices. 
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LOUISVILLE, KENTUCKY: Index numbers of Kentucky 
farm prices of butterfat, beef cattle, hogs, corn, 
and alfalfa, by months, June 1934May 1937 


Table 16.-— 


(1921-1929 = 100) 


Computed from reports of the Bureau of Agricultural Economics. 


Year :_______Index mmbers of Kentucky farm prices _ 
SE ionth (1 Bubbertah | cabttieu i « HOG es ial Crni hele 
Percent : Percent : Percent Percent : Percent 
1934 ; 
June 46.3 55.8 38.8 69.0 : 60.8 
July Ug .8 55.1 Lay 69.0 i G2eg 
August 5367 551 51.2 75 4 1 {Oee 
September AT .e 6128 64.7 S07 (Ose 
October Boy 56.6 57-2 {ped » $6.5 
November 58.5 55.8 55.0 74.3 :. B369 
December 58.5 58.8 57.2 84.9 re 
Average 1/ 53. 20 Ep iC : 
£935 ae 
January 68.3 aay 74.4 S4.9 89.1 
February 20.5 S4U.5 79.8 86.0 $1.8 
March y(owr 96.5 88.5 86.0 78.7 
April 1302 99.5 87.44 S720 194 
May 58.5 102.6 Breit S8.1 76.0 
June 51.2 99.5 92.8 90.2 63.5 
July US .& 96.5 94.9 92.4 61.9 
August US .S 98.0 11141 95.5 60.3 
September Alec 98.0 116.5 92.4 56.1 
October AY ° . 20 
November at 1 
December o/ oe 
Average . g 
1936 
January 7302 98.0 99.2 74.3 Freee 
February 756 96.5 105.7 76.4 63.5 
March 68.3 93.5 103.6 Tes 65.5 
April 1067 96.5 10567 80.7 66.1 
May 58.5 95.0 96.0 SieK 64.5 
June 61.0 93.25 100.3 S2.8 62.9 
July heb 875 102.5 99.8 S2.9 
August S54 S465 LTRS Tete O LOlve 
September 73.0 S45 107.9 128.5 106.4 
October 1Oe7 87 05 along! TWIA5 LO7<0 
November TOs 90.5 94.9 98.7 105.9 
December 1087 93.5 101.4 103.0 110.1 
Average a: O Se. 
1937 
January 
February 
March 
April 
ufay 


1/ Seven months! 


average. 
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The Glass I or fluid milk (see Part VI for definition of classes) 
price of milk in this area has not fluctuated to the extent that the farm 
prices of butterfat have. During the flush season of production in the 
summer months of 1935 after a narrowing of the spread in the early months 
of that year, there was a wide discrepancy between Olass I and butterfat 
prices. The spread between the Class I price level and that of butter- 
fat prices again narrowed considerably in the first seven months of 1936 
but in August the spread once more increased sharply and is still compar- 
atively wide. 


During 1934 and early 1935 butterfat prices did not appear unfavor- 
able relative to hog and cattle prices. However, from February 1935 to 
August 1936 butterfat prices were extremely low relative to the price 
levels of the other products. In August 1936 butterfat prices were favor- 
able relative to the price of beef cattle but were still low relative to 
hog prices. At present the discrepancy between butterfat prices and hog 
and cattle prices is still great. Since August 1936 beef cattle prices 
have risen sharply. hog prices have dropped slightly and butterfat prices 
have gained only slightly from the level to which they dropped in October 
1936. 


F. Seasonal variation in deliveries 


Deliveries in 1935 were lowest in November when they averaged only 
82.9 percent of the yearly average and highest in May when they averaged 
117.0 percent of the average deliveries for the year. Scasonal variation 
in 1936 was not quite as marked, deliveries in November being 88.3 percent 
of the average for the year and deliveries in May being 121.1 percent of 
the yearly average. Thus, there was in 1935 a range of 34.1 percent of 
the average and in 1936 arange of 32.8 percent of the average from the 
low month to the high month. (See table 12.) Class I and Class II milk 
in the market does not vary markedly from season to season so that there 
is at times, as in November, only a small amount of surplus milk, while 
at other times, as in May, there is considerably more than is needed. 


During the spring months, especially when this surplus beging to 
mount, market conditions are threatened by floods of milk from producers 
who would like to sell all or a larger part of their milk as fluid milk. 
The effect of this competition would not be serious were it not for the 
fact that certain producers and certain distributors do not take a long- 
run view of their own best interests and often get milk where it is cheap- 
est even though they may later find such action a handicap. 


Ge Channels through which milk moves to market 
1. Transportation 


Practically the entire milk supply for the Louisville market is 
produced within a radius of 50 miles from Louisville. All of the milk in 
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this market is delivered directly.in refrigerated trucks from the country 
to the city platform of the handler. A very small percentage of the milk, 
approximately one percent, is hauled by producers themselves and comes 
mainly from the Indiana side of the supply area. Most of the milk deliv- 
ered to distributors during the period of the Federal: license has been 
hauled under a contract between a iene soles AEST GCs and independent 
truckers. ae, 


Charges for hauling vary Aare Wicneameee venins largely on the 
load and distance from the market. The average rate of hauling is 25 cents 
per hundredweight. The rate, ‘however,.is uniform for shippers in a given 
territory and is the same for all producers regardless of the handler's 
plant to which it is delivered. 


Very little butter and practically no sweet cream, made from the 
milk of regular producers of fluid milk, is shipped out of the market. 
When there is a surplus of graded milk it is manufactured into butter and 
other products and sold locally. All fluid milk and cream used in the 
market has been supplied by milk producers regularly supplying the market, 
except in the months from October 1935 through January 1936 when supplies 
were short and a total of approximately 497,000 pounds of milk was ship- 
ped to Louisville from the State of Tennessec. 


H. Marketing organizations 
1. Producers! organizations 


Two associations of producers of bulk milk are in existence in 
the Louisville market and contain a very large percentage of the 1034 pro- 
ducers in the market. These are the Falls Cities Cooperative Milk Produc- 
ers! Association and Independent Milk Producers! Association; together 
they supply about 95.9 percent of the whole milk sold in the market. 


Both associations are bargaining associations, and the Falls 
Cities Cooperative Milk Producers! Association performs for its members 
such additional services as check-testing, transportation supervision, 
merchandising assistance, and other cooperative. services. The Falls Cities 
Association was incorporated in March 1929 and has served as the chief 
representative of producers in the Louisville market during the depression 
period. The Independent Milk Producers! Association is purely a bargain- 
ing association for its members and negotiates with certain distributors 
who have not made regular reports on payments as required by Federal Li- 
cense No. 60. 


&» Handlers in the Louisville, Kentucky, Marketing Area 


Throughout the year 1936, there was an average of about 3d 


handlers and 52 producer-handlers in the Louisville market. There has 
been relatively little change since 1935 in the number of handlers and 
producer-handlers operating in this market. 


It is estimated that during the period of the Federal license 97.0 
percent of the total volume of milk in the market was handled by handlers 
purchasing from producers, while 3.0 percent was handled by producer- 
handlers. The five largest handlers distribute nearly 62 percent of the 
wholesale fluid milk sold in the market. The same five handlers also 
distribute 65 percent of the Class II milk and nearly 64 percent of the 
Class III milk. sold in the market. The small proportion of the total 
market sales which is handled by producer-handlers makes this type of 
handler only a minor competitive factor. in the market. 


aa 
PART. IV: 


Demand Conditions in the Louisville, Kentucky, Marketing Area. 
A. Business conditions - purchasing power of consumers 


Employment in manufacturing industries, as indicated by the 
index of such employment in Kentucky.in.December 1936 and January 
1937, reached 116.8 and 115.7 percent, respectively, of the. employ- 
ment in November 1931. Employment in Kentucky reached the highest 
peak since November 1931 in December 1936. -(See table 17) 


Pay roll totals in all industries in Kentucky,:as indicated 
by the index number of such ’pay’roll: totals, also indicate an upward 
swing since November 1931. Pay rolls in December 1936 were. at the 
highest point since November 1931, being 152.2 percent of the 
November 1931 level. . In January 1937, pay rolls were 45.5 percent 
above the level of November 1931. (See table 18) 


Employment in Indiana industries, as,indicated by the index 
of such employment also reached the highest peak since November 1931 
in December 1936, when employment was 135. 1 percent | of employment in 
Novenber 1931. (See table 19) ; 


Pay roll totals in Indiana industric’s' have risen higher than 
pay rolls in Kentucky industries since November 1931. December 1936 
pay roll totals in Indiana industries were’ 169.5 percent of such 
totals in November 1931. (See table 20) | 


The index of the cost of goods purchased by wage-carners and 
low-salaried workers has increascd somewhat since 1933 to offset, to 
a small extent, the increase in. employment and pay roll totals. 
However, the worker in Kentucky and in Indiana is in a much better 
economic condition now than he has been for the last five years. 

(See table 21) | 


Table 22 shows. the number of families on relief in Louisville, 
Kentucky, during the two-year period, June 1934-June 1936. It can 
be scen from the table that the mumber of families on direct relief 
remained approximately unchanged over the two-year Ete from June 
1934 to June 1936. 


As indicated by the Monthly Review of Agricultural, Trade, and 
Financial Conditions, published by the Federal Reserve Bank of St. 


Louis, general conditions in the Highth Federal Reserve District 
showed a measurable improvement in the first two months of 1937 as 
compared with a similar period in 1936. . Retail trade in 1936 was 
l2.3 percent larger than in 1935. Tholesale sales in 1936 were 7.0 
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LOUISVILLE, KY.: Number of families on relief and the volume 
of milk, sold to municipal relief and 
A | recognized charity by quarts and by pounds, 
- ! .f : by months, June 1934-June 1936L/. 
Tey eel Number Municipal ©: ‘Recognized Total “Pounds 
hlonth of relief BRP OL Lye ae relief ; of 

families milk +: welfare ‘ milk milk 
: ; parte Quarts : Quarts {: Pounds 

1934 : $e a ae ; 
June G97 Shun e2a7S teu. 4 G8 plO4s oh AD B4lat - 28,508 
July 7G A Sie gS BOB eet SO L94B nto 891877 
August S20), ean eee nie, 420 heey POOP Ge yng CEyELE 
September | 769 WAS R1OS wut ge 4.046», tte 87 eoeiet: 2e80,064 
October : 872251. 4,490 ohn, B4eh04 21 138,604, , 82,998 
November .: .1,025 |! 1 4,681 «+. 34,865 . ; 39,546 ' i 85,024 
December : 834 4,328. i... 36,905; $2.41,283 + 88,631 

1935 3 
Tamuary  <. 1,013..1-./.5;l0B6 tyr 416778». 71,146,884 » 100,800 
February. 978, 1 9-,6,950.. 4+ 35,043. 14: A1;993 ; 904885 
March MUMMTEOG Gm te aa4 Cl Ommm aati 268 urn A6R6 Ofna 00,654 
April 995 Acoma tea tes tea, 67D) se ee ae t 
May ; 873 An Soe Gum CTPA OS bt 946, 09 bkay 9 999 096 
June 830 5,199... {. -38,926 44,125: 95,869 
dulysel ** B43n 3 weehseree ay aSeiei4 44,601: 95,892 
August : GOSS : SIGH SOSeites Bnsi7.028 AZ AIG \  mLOL.o04 
September ; 933 LAO lO EOFs SU bet tel 9%e! ALLO .078 
October : 1,088 19, 227 «vies B4j 91> 3-0 54,144: 116,410 
November | 987 23,295 95 $6,050. +» 56,254 ;, 121,161 
December 1024 16,959 : 835,624 52,583 : 113,053 

Total : 961 By. 121,307.’ ama 456,12 5, 120 ey arte 7,427 {1,2 242,469 

1936 “ | io ci eae & 
January + OB1..2  b4,9088% 7° 36,135"; “51,043 ; | 109,742 
Poorer Bl 0da ot ean ee «6G, 5ea ibn 20s) 110201 
March. pe elias! 18,551": 36,454 55,005: 118,261 
April ep MRS 17,064" % 3" ‘83,289 50,253 : 108,044 
May. ae OO 16,576 -* 31,466 48,042 : 103,290 
44°55 +"), 95,750 


fune. 9 °  () 842°). 26) 141 


‘ 


28,394 


Se et Eatin ee Balen pene 


Oe er eerever var enne  R 


1/ From information furnished by the. Centeat Dairy Council. 
2/ July 1935-June 1936, 9 cents per quart. 

3/ Average. 

Compiled from the annual reports of the Market Administrator. 


~ 46 - 


percent above the level of last year. The value of total new building 
contracts awarded was, in 1936, considerably above (74.0 percent ) the 
value of contracts awarded in 1935. 


Mach of the area surrounding Louisville, Kentucky is agricul- 
tural and the income of the marketing area is closely related to the 
income of the rural community surrounding it. The farmers! condition 
in the area has been considerably better in recent months. As of 
March 6, 1937, the farm products group contained in the Bureau of 
Labor Statistics Price Index stood at 86.1 percent of the 1926 average 
which compares with 85.4 percent on February 6, 79.7 percent on March 
7, 1936, and 60.2 percent on March 11, 1933. 


Agricultural incomes of farmers in ates partly or entirely 
within the Eighth Federal Reserve District— , were 2s percent greater 
in 1936 than in 1935, and approximately 63 percent in excess of the 
average for the 4-year (1932-1935) period. The 1936 farm value eyes 
64 principal crops in States including this District is estimated’ 
to be $1,374,027,000. The comparative values of farm crops for 1935 
and 1934 were $1,119,190,000 and $968,937,000, for each year, 
respectively. 


Thus, it appears that the demand for milk should, with the 
continuance of better times, be considerably strengthened. 


Bee The sates. of Pluidemplkvand cream 


A quantitative picture of the Class I and Class II milk in the 
Louisville, Kentucky Marketing Area, during the period of the Federal 
license, is shown in table 31. The estimated daily average Class I 
milk increased from 153,703 pounds in 1935 to 158,c92 pounds in 1936. 

he estimated daily Class II milk decreased from 36,613 pounds in 
1935 to 35,989 pounds in 1936. 


During 1936 the average daily Class I milk did not change 
markedly despite two marked changed in the Class I price. for example, 
the daily average Class I milk in June was 160,996 pounds and the 
Class I price paid was $2.45 per hundredweight. In July the Class I 
price was increased to $2.80 per hundredweight, but average daily 
Class I milk dropped only 978 pounds. <A more pronounced drop in 
Class I milk accompanied a further increase in the Class I price to 
$3.13 per hundredweight in August. August Class I milk was 10,479 
pounds a day less than July. However, much of this drop was seasonal 
and only temporary, for in September 1936 and in the months since, 
Class I has approximated 158,000 pounds daily, even though the sane 
Class I price that became effective in August has since prevailed in the 


i ae A ots, ee oe Raaeneeeuaan ky 4bo/, ee 


market. The quantity of milk used as Class I and Class II has dropped 
off noticeably in January and February of this:year only because of 
the rampant flood conditions in the area ‘which restricted the supply. 


An exaniination of the index Bis seasonal variation of Class I 
in the Louisville market: and of the reaction-of sales to price 
changes shown | ‘above. demonstrates that the demand for Class I milk does 
not vary to any great extent. The fluid milk sales in Louisville 
varied only: 18.5 percent from the high month to the low month in 1935 
and only 7.9 percent from the high: to the low month in°1936. (See 
table 23) As will be pointed out later, the scasonal variation in 
the production of milk in the area is much more marked than this 
seasonal variation in sales. This being true, there is strong 
economic justification for the: price’ structure ‘as provided in the 
. proposed marketing agreement and proposed order for the Louisviilc, 
Kentucky Marketing Area. 


6: Sanitation requirenents. 


The Let aehlis! Kentucky, health authorities have established 
and enforced high quality. standards for. milk which is sold for fluid 
milk, cream, buttermilk, and flavored milk in that city. Rigid 
sanitation requirements are contained in Milk Ordinance No. 126 of 
the City of Louisville, Kentucky, passed’ in 1931. Before 1931, the . 
health regulations applicable to Louisville handlers were much less 
stringent than they have. been since. that: date. The Milk Ordinance 
of 1931 made effective an intensive inspection progran. 


The sanitation requirements for production passed in 1931 
provide for a two-room milk house equipped with a well drained cement 
floor, insulated. cooling tank, + two-compartement wash vat, the purchase 
of small-top, seamless milk pails, cement floors in cow barns, par- 
titioning of cow stables from the rest of the barn, the providing of 
‘sufficient window light, tight walls and ceilings and the regular 
in Isne ction of the herd. for tuberculosis. 


Four grades of raw “ini Ue and three" grades of pasteurized milk 
are ore! for in the regulations. 


Fiat Milk 


1. Grade "A" raw milk mst have a es count of less than 
50,000 per cubic centimeter at time of délivery to consumers, and must 
contain no B. coli. .It must be produced on dairy farms conforming with 
all the regulations See ie tuberculosis, contagious abortion, and 
other diseases. <i 


fa Grade "B" raw milk must contain not. over. 200,000 bacteria 
per cubic: centimeter at any time prior to delivery and must be produced 
on dairy farms conforming with all the items of sanitation required for 
Grade "A" raw milk, except the item concerning contagious abortion. 
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In Table 24 ig presented the amount of ungraded milk produses 
in the area during the year ended June 30, 1936 and reported to the 
Market Administrator: 


Table 24+ - Volume of reported ungraded milk, no’; pooled, in the 
Louisville, Kentucky supply area, July 1935-June 1936 


So Month® = pounds 3. 1) 2 Month ee 

DES AS: 1936 
July 3,807, 208 Jenuary 975, 694 
August Sooo. Jou February 1,003,657 
September 2,005,174 March 1,332,856 
Octover Lasley (ke April NOs, 2a 
November 1,249, 584* May 2, 817, 038 
December 912,879 June 2,377,007 


Ne ee A a a ee ie em a eo 


* Includes ungraded milk shipped from Shelbyville, Indiana: October, 
73,617 vounds, November, 65,015 poundse 


Compiled from annual report of the Market Administrator for year 
ending Junc 1936. 


The volume of ungraded milk, 24,368,293 »ounds as shown in the 
above table is used in or near the marketing arca for manufactured 
dairy products by creamcrics end cheese factorics, which are the most 
important alternative outlets for milx in and near the Louisville 
markcte | 


Sree 


3e Grade "C" raw milk mst have a bacteria count of not more 
than 1,000,000 at all times prior to delivery. It must be produced 
on farms conforming to all items of sanitation required for the pro- 
Guction of grade "B" raw milk. 


4, Grade "D" ray milk is such milk as does not meet the 
requirements of grade "C" raw milk. 


Pasteurized Milk 


1. Grade "A" pasteurized milk is grade "A" or grade "B" raw 
milk which must contain not more than 50,000 bacteria per cubic 
centimeter after pasteurization and prior to delivery and must 
contain no B. coli. 


2 Grade "B" pasteurized milk is grade "A", "B") or "C0" ray 
milk which must contain not more than 100,000 bacteria per cubic 
centimeter after pasteurization and prior to delivery and must not 
contain B. coli. 


36 Grade "C" pasteurized milk is pasteurized milk which does 
not meet the requirements of grade "B" pasteurized milk and must con- 
tain not more than 500,000 bacteria per cubic centimeter after 
pasteurization and prior to deliverye 


Strict regulations are set forth as to the establishment and 
cleanliness of stables, utensils, milk houses, methods of milking, 
cooling, water supply, employees, and the conditions of cleanliness 
in the dealers! plants, on wagons, and in retail stores. 


All milk used as buttermilk or flavored milk must meet the 
same health requirements as are established for fluid milk and crean. 


Within the area there is a considerable quantity of milk pro- 
Guced and shipped daily into the Louisville market that is classed as 
manufacturing milk. This milk is ungraded and has not been included 
in the market pool under the Federal license because the license was 
applicable only to milk meeting the quality requirements for con- 
sumption as fluid milk as is the proposed programe Raw milk is 
handled only by producer-handlers and has not boen included in the 
market poole 


De Alternative outlets for dairy products produced in the Louisville, 
Kentucky supply aréae 


Figure 5 shows the locations of creameries and cheese factories 
in the area, or adjacent to the area supplying milk to the Louisville 
Marketing Areae Within an area of ten miles from the city of Louisville 
are located eleven of such alternative outlets. 
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Figure 6 . - Location of creameries and cheese factories in 
the Louisville Supply Area 
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- Prices in the Louisville, Kentucky, Marketing Area 


> Purchasing vpower of milkvprices:. 


Any price for milk that is fixed in the Louisville marketing area 
must be fixed with respect to the entire supply of milk delivercd to the 
marketing area if the purchasing power of producers is to be maintained 
and marketing conditions are to be stabilized in accordance with the 
policy of the Agricultural Marketing Agreement’ Act of 1937. 


The prices established in the proposed marketing agreement and 
proposed order are significant with respect.to the purchasing power of 
milk only as they are related to the price of commcdities which the 
farmer must buye Consequently, a comparison of the »rices set. forth 
in the proposed marketing agreement and proposed order and their purchas- 
ing power with the prices and purchasing power of miik during a normal 
period for milk producers ‘(August -1919-July 1929) is helpful in determin- 
ing that the prices sect forth are reasonable. In making this comparison 
an index of prices paid for commodities bought, as established by the 
United States Department of Agriculturc, was used. With the use of this 
index and data on milk prices, it was determined that under similar con- 
ditions of production a Class-I price of $2.63 per hundredwoight in May 
1937 would have given producers a purchasing power by Class I milk equiv- 
alent to the purchasing power of Class I milk during the period of nor- 
‘maley, August 1919-July 1929.6 


Under similar conditions of production Class II and Class III prices 
of $1.99 and $1.53 per hundredweight in May 1937 would have given milk sold 
in these classes a purchasing power equivalent to that of milk sold in 
such classes during the period August 1919-July 1929. In computing the 
above prices it was necessary to construct classified prices since flat 
prices were the only prices available during 1919-1929. This was done 
by making use of class price formulas2/ as formulated and used by the 
Falls Cities Producers' Cooperative Association in the early ycars after 
its organization in 1929, The classification of milk used for purposes 
of determining these prices was that which prevailed during 1935, a nor- 
mal period under the Federal regulatory program. (Sce table 25.) 


Such a comparison is used as a guide in establishing prices. Con- 
ditions under which milk has been produced since 1919 in Louisville have 


eS 


5/ Class II formula used - 4 times butter plus 30 percent. 
Class III formula used —- 4 times butter. 
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Table 25. LOUISVILLE, KY.- Index of prices paid by farmers Tor commodities bought, 
prices paid for 4,06 milk, per hunéredweight, f.O«be 
city, and parity prices. Average August 1919-July 1929, 
by years 1933-1936, and by months 1937 


a eee 
onuex..OL prices: Prices paic for 4.0% ma per Cute feOede city 
Class a / I 2 : 


wo 
s 

SS 
Ss 


eat : paid by farmers: Class Il : Class “Glass 1113 
and ‘for commodit les Price ‘Parity : Pricey eS et “Parity 
month bought : paidé ‘prices ‘paid® J _iprices paid=/ : prices 
Average - : Percent Aas ‘Dollars: Dollars : ars ‘Dollars: "Dollars Dollars 
Aug. 1919-: ‘ ‘ 
Geiy 1929) "100.0" * ? Siro. : ey le ga? | 
1933 68.0 doe at 1A: : oes : 1.24 
1934 : 76.7: a ple pager ty nies 1.018/ LeSGoe 1.158) | 1.40 
1935 78.0 (5.33? Be45.: 1,84 : 1.86 ; 1-50 eee 
oy. |! 77 04 "O71 «62.45: 1.80, 5 Lees 1 ope 
1957 : ; : to 
January ! 81.1 i 'ou1s “F 3.55°: 2.00 1.98.) tot 
February | 8204 Selo. eebol: ) 2e00) 5 Cle : aoe 
March $. 82.4 Peete) Fo 9.59) 3.00 ¢ 1296! 1.50 Siiemeees 
April. 83.6 t-"997. ' 9,63: 2.00 : 17.99:¥ 1.467 eee 
May a 83 66 heaihs, alseriicae + 4.99 | 1.39 "7 ie 


1/ Class I milk means all milk sold or distributed by distributors for 

- consumption as milk. 

. o/ Glass II milk means all milk used by di cixibutors to procuce cream 
(for consumption as cream), flavored milk, creamed cottage cheese, and 
creamed buttermilk. __ 

3/ The quantity of milk purchased, sold, used, or distributed by distrib- 
utors in excess of Class I and Class II milk. 

4/ Compiled from reports of the market administrator since June 19346 

5/ Calculated by relating the estimated Class II and pode ee prices 
to the estimated percentages in each class - class I = 58%; Class, Lins 13%; 
Class re = 294; and assuming the Class gh price to be the amount necessary 
to give the average prices as reported by the Bureau of Agricultural Econ- 
omics, Division of Dairy end Poultry py wo 

6/ 92-score Chicago times 4 plus 30% 

7/ 92-score Chicago times Ae 

8/ June-Decemb cre 
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differed markedly from time to timee Health requirements for milk produc- 
tion have become more and more rigid. Especially since the passage of the 
Louisville Milk Ordinance No. 126 in 1932, milk for sale in Louisville has 
been produced under much more stringent health regulations. ‘he varying 
conditions under which milk has been produced and supply circumstances 

of local character, such as the prevalence of drought or flood, make im- 
possible a close comparison of milk prices and purchasing power at present 
with such prices and purchasing power during the base period. 


However, such a comparison does indicate that the price established 
in the proposed marketine agreement and proposed order will tend to restore 
tO producers in the area a purchasing power equivalent to that which they 
had during August 1919-1929. 


The Agricultural Marketing Agreement Act of 1937 recognizes that, by 
uch comparison as is given above, the price which apparently would restore 
the purchasing power of milk produced, may not be reasonable in view of 
the current price of feeds, the available supplies of feeds, and other 
economic conditions which affect supply and demand for milk anc its prod- 
uctse When such price is not reasonable in view of these factors the Sec- 
retary of Agriculture may fix such prices as he finds will reflect such 
factors, insure a sufficient eo VY, of pure and wholesome milk, and be 
in the public interest. 


A geographical as well as historical picture of price relationships 
in the Louisville marketing area might well be considerede 


2 Farm price of milk sold-‘wholesale. 

The average annual farm vorices per hundredweight of milk sold whole- 
sale in the States of Kentucky and*Indiana for the period 1910-1936 are 
showmm in table 26 and figure 6. Since 1910 the-.Indiana farm price of all 
milk sold wholesale has zenerally been below the corresponding price in 
Kentucky. However, from 1932 through 1934 the Indiana farm price averaged 
approximately 7 cents per hundredweight higher than the Kentucky price. 
During this period farm prices reached a high point of $4.09 per nundred- 
weight in 1920 in’Kontucky and $3.38 per hundredweight in 1919 in Indiana, 
but declined markedly during the depression of 1921 to $2.90 and $2.28 in 
Kentucky and Indiana, respectively. The farm prices for milk sold whole- 
sale in Kentucky And Indiana from 1921 to 1929 never reached the level of 
the predepression period before 1921 and in 1929 were only $2.64 and $2.54 
in Kentucky. and Indiana, respectively. With the beginning of the cepres- 
sion in 1929 and 1930 these prices fell much further and reached a low point 
of $1.26 in Kentucky and $1.32 in Indiana in 1933. Since 1933 these prices 
have increased somewhat, but even in 1936 the price in Kentucky was only 
$1.95 and in Indiana $1.90, both prices being much below the average price 
since 1924. 
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Table 26. LOUISVILLE, KY.- Prices per hundredweight received by prom 
ducers for all milk sold wholesale in- 
Indiana, Kentucky, and the United States, 


1910-1936 » 
Year Indiana : Kentucky : United States 
Dollars : Dollars Dollars 
To taal wi Sime aa ca alaee 
Toda eseg Oa Le 1.80 1.55 
1912 ; 1.68 1.99 62 
1913 Ne a ead 1.64 
1914 ie Cat 2.18 1.63 
iiss ee EON ee Ee We Neve 
TMG Cui ere ue yal 1.76 
HN eee PE as 2667 ; 2042 
1918 250 Bel 3.04 
1919} Byeote «i 381 3633 
1920 Gace 4.09 3024 
192 1 2028 2290 2033 
1922 203 2045 pelo 
Toes) Goh aceon els 2078 : eC 
1924 Dear ; 2.62 3.25 
1925 EAM ; S.62 2.39 
1926 POR ka ; 2656 2.41 
1927 ; 2aDUy ane 2.62 a 2053 
1928 : eo Onl cs 2.68 ; Peis 
eke elt Baia bees 2.64 2205 
OC nue Ae 2.33 Deis 
1931 Ley ide ok 1.78 : EEE 
1932 0 Ne 1.28 . 1328 
1933 ci Tere Lea. 
1934 1.48 1.44 hoe 
1935 1.58 1.60 pee 
1936 1.90 1.95 1.89 


Compiled from reports of the Bureau of Agricultural Economicse 
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3. Dealers' buying prices per hundredweight of 3.5 percent raw 
milk delivered f.oeb. the city 


The prices paid for fluid milk of 3.5 percent butterfat test by deal- 
ers in the period 1919-April 1937 are shown in table 27. These prices, up 
to June 1934, are not exactly comparable to the Class I price, as Class I 
milk is defined in the proposed marketing agreement and proposed order. 
Distributors from 1919 to 1931 were paying producers on various price plans, 
hence these prices are based on reports of handlers as to the amount at 
which fluid milk sold during the delivery period. From May Ep LOS cane 
1934 the classified use plan in the market was nearly as precise as the one 
prevailing under the Federal license. Such base prices, however, include 
payment for a small amount of milk that is now utilized in other classese 
However, these prices are more comparable to the Class I prices, as now 
defined, than are the farm prices of milk sold wholesale. ‘These prices 
reached a high point of $3.48 per hundredweight in 1920 and fell to $2.02 
in 1922. They did not recover materially during the twenties and in Pges 
averaged only $2.56. They declined again during the depression, reaching 
e low point of $1.76 in 1932. 


(a) Class I price 


The Class I price in 1932 as noted in table 28 had increased to 
$2.06 per hundredweight for 3.5 percent milk at the time the Federal license 
became effective in 1934. The minimum Class I price established in the 
license at that time was $2.18 for milk testing 4.0 percent butterfat. 

This was a differential for butterfat for each tenth of one percent above 
or below 4.0 percent butterfat, based upon the value of 92-score putter at 
Chicagoe Although the minimum Class I prices, as established in the Fed- 
eral license has remained the same during the period of Federal regulation, 
higher Glass I prices have actually been paid by agreement among producers 
and distributorse (See table 29.) Taking cognizance of (1) varying pro- 
duction costs as influenced by pasture conditions, (2) varying costs of 
commercial feedstuffs, (3) higher prices of commodities purchased by farm- 
ers, (4) higher labor costs, (5) the varying quantities of surplus milk on 
the market, end (6) the possibilities of shortage of milk at various times, 
handlers have paid a varying premium over the license price to procucers 
for Class I milk. For example, the price paid for Class I milk delivered 
in the fall months of 1936 and the recent winter months was $3.13 per 
hundredweight. 


The marked increase in the price for Class I milk in August 1936 
indicates that the price which had previously prevailed was not high enough 
in view of increased costs of feeds and relatively high cattle and hog 
prices for producers to deliver an adequate supply of milk. 
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Table 28. ae > ee) a a lt 
LOUISVILLE, KY.- Dealers! buying prices per hundredweight of 
3.5% milk by classes, average (net) price paid a 
to producers for all milk and allowance per yt) 
of one percent variation in butterfat content, 
1931 and 1932 3 
oes Ps ‘Allowance per:: . or ae .* Last net 
and :Class I :1/10 of one : Class II ! Class III : prices paia 
month ‘ ‘percent Belen: ; to produgers 
: Dollars: Cents : Dollars : Dollars ; Dollars 
ool ; 
January 
February : ue: 1.42 
March - ae a ee ; . me ey 
April lieee 
May eo OC me 320 HekGuer 
June ‘ ‘ 
ouly. Pac gane 3e0 1330. iy 1.58 
August i eerseal 3.0 ay) iy) 17 
September3/ reas 320 eo ay 
October ae 46 Che 1.30 ayy leer 
November 2046 KO) cy Ae =: 1.84 
December 2edl 320 1.25 1/ 

1932 ; 

Mopery Pee 70  0s.0l. St ieee ity i. 1.41 
Beoruary) ~ (ee e7on BeO pare 2 4/ 1.42 

March fe sie ae 3.0 amet ane be 
April tle no! Be 3.0 < ay 4 / 

May e. esree) leh ae oe Ft Wee WE: 
June : 1.85 300 6/ ‘ase, ; 
July map Teeside 3.0 6/ Pet aay) 
August fe elese 6 360 toy 8/ ; 

' September ~: 1.90 Se0 oy 8/ : . 
October : 1.90 300 7 HAP 933 ; 1365 
November :. 1.90 : 360 Wal 9/ 1.665 
December ! 1.80 } 2.5 alae to ; 8/ 


1/ Based on Chicago extras price for butterfat. 
e/ Bargained fore — 
By lass i er luigi: 
- Class II - milk for ice cream, sweet cream, buttermilk and starter 
milk. 
Class III - manufactured products. 
Chicago extras times 4. - 
Chicago extras times 4 plus 5 cents. 
Chicago extras plus 5 cents times 4, 
f/ Butterfat plus 20 cents per hundredweight. 
8/ Butterfat price. 7 
-9/ Chicago 92°, - 
Compiled from reports of the National Cooperative Milk Producers 
Federation. 
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Table 28. (Cont.) LOUISVILIE, KY.- Dealers! buying prices per hundredweight 
of 3.5% milk by classes, average (amen 


Year 
and 
month 


935 
Jamuary 
February 
March 
April 
May 
June 
July 
Augus t 


September : 


October 
November 
December 
ToS4 
January 
February 
March 
April 
May 
June 


1/ For milk of higher then 3.5% butterfat. 


Allowance : 

Bonicee I per L/ 10 
: ‘of one % 
tbutterfa : 
: Dolla rst ! Gents 
i OOmtse ie 
ee OaTE pat 280 
pREISOOs GHELESNO 
Pehle Pee 
eT. 8 10 lees 
Wel eec5e) Bees 
OSA 
Va Ose mates 
Tosa ere: 
i oetcom canes 
Mito 055 do 
ee Comet Ie 270 
EHO ee Ae 
UPS aes: 
ec Ono ee ye. 
Pres055. | 
Lee O55) 
ee O5be (oak. 5 


price: paid to 


producers for all milk and 


allowance per 1/10 of one percent 
variation in butterfat content, 1933 and 


1934 

Class II : Class IT Last net 
? : : prices 
: : ‘ paid to 
ies A i we. ok B C produgers. 
s Dollars Dollars Dollars 
1.51 
56 656 1.49 
“yal sal 1 4g 

290 2 “ 

cage) - 1.44 
W127 LOCH ii, 7eees1201 1.469 
Neavoutl. Oba: 1666208815055 1057 
o1e275 975 + 66958 975 1.55 
mlec(e)  69ba 6 7Ol4 (6955 | Tee 
sy sG5e) W995 TNs795 402. 9B5 16255 1.65 
tL Seccmme Cro Me: 2775 aMascoolto5p 1.58 
41.55 684: 644 «=.82 «14104 1.65 
We oo) | 074 vom. hee 1.65 
11.525 1.044 +: .804 .975 1,255 1.75 
(deo k beOUS + 28554 107 oa e55 
1 Ueeoe ds UOrS i 1.00 “16255 
11.525 694 1.67 


2/ Class I - basic ~ fluid mi lic - $2.18 per hundredweight for 4% milk 
Class II - basic —- fluid cream, buttermilk, flavored milk - $1.65 - 
4% milk. 
Charity milk - basic - welfare milk ~- 60 cents per cwte below Class I. 
Class III - surplus - other milk - Chicago 92° times 4 plus 10%. 


Compiled from reports of the.Na 


Federation. 


tional Cooperative Mylk Producers 


a ine 


(bv) Class II price 


The data presented in tables 28 and 29 with respect to the Class it 
price show the history of the price since 1931 when milk was first sold in 
this market on a classified price plan. In the year 1931 the Class eee 
price was; during the first few months, $.70 belaw. the Class 1 price, but 
by the end of the year the spread between the two prices had widened to 
$1066 At the effective date of the license in June 1934 the spread between 
the Glass I and Class II prices was ¢.53. The minimun price to be paid 
- producers for Class II milk of 4.0 percent test as established in the Fed- 
eral license was $1.65 per hundredweight and has remained the same in the 
licensee However, @ varying premium determined by agreement among produc- 
ers and distributors has been paid on this class of milk, also. (See table 
29.) The Class II price was as high as $2.25 per hundredweight in December 
1934 and at that time equalled the price paid for Class I milk. In March 
1937 the Class II price paic was $2200 per hundredweight, while in the same 
month the Class I price paid was $3.13 per hundredweight. The Class Il 
price paid for 4.0 percent milk averaged $1.81 from June to December 1944, 
$1.84 in 1935, $1.80 in 1936, and $2.00 in the first three months of this 
yeare ay . ‘ : . 


The high quality ‘requirements applicable to milk used to produce 
sweet cream ‘for consumption as cream, -and the inability to store such milk 
for a long ‘time, ‘thus requiring somevhat more.even production, necessitate 
‘a higher price for such milk then the price paid for milk used for manufac- 
turinge . 


(¢)*® Class Til price 


The -Glass-III price for-milk in the Louisville, Kentucky, marketing 
aroa mst at all timcs be in line with the price paic by manufacturing 
plants in and around the suoply area. OCOreameries and cheese factories 
about Louisville constitute the most important alternative outlet for 
' producers in the immediate vicinity of Louisville. 


This price since 1931 has been based directly upon the price of 
92-score butter at Chicagoe The formula for calculating the minimum class 
III price under the Federal license is as follows: Multiply by four the 
average price per pound of Ye-score butter at wholesale in the Chicago 
market, as reported by the United States Department of Agriculture for the 
delivery period during which such milk is purchased, and add ten percent. 


The Class III price under the Federal license during the months from 
June to December 1934 averaged $1.15 per hundredweight, in 1935 it averaged 
€1632, in 1936 it averaged $7.50, and for the first three months of 1937 
was approxinatcly $1.50. 


The average price paid for 3.5 percent milk by condenseries in the 
supply area was $1.12 per hundredweight in 1934, $1.30 in 1935, and $1.52 
sn 1936. When butterfat differentials are added to raise these prices to 
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butterfat per hundredweight. 


LOUISVILLE, KY.- Fluid milk prices. Allowance per 1/20 percent 


Table 31. 
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- Butter market basis. 
Compiled from reports of the Burcau of Agricultural Economics. 
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to a basis comparable with the pricés paid in Louisville for 4.0 percent 

milk in those years, then the coridénsery prices average only slightly above 

the prices paid in Louisville for Class III milk. (See table 30.) This c 
differential probably is necessary because handlers have such a small and 

varying amount of this milk that they cannot process it as effectively as 

they could if they had a larger and more regular supply. “ 


4. Butterfat differential 


The history of the butterfat differential is presented in table 3l. 
It can be seen that this differential ran as high as 5.8 cents per 1/10 of 
one percent per hundredweight in March 1923. The differential increased 
from 3.0 cents in 1922 to 4.75 cents in 1928, but dropped to 2.96 cents in 
1932. In 1936 the average differential amounted to 3.19 cents. 


The butterfat differential must be in line with the price for which 
handlers could buy on the open market any additional butterfat desired. 
In this market the butterfat differential as established by the Federal 
license has been based directly on the price of 92-score butter at Chicago, 
varying from two to four cents as the price of butter moves up and down 
within certain price ranges.. The proposed marketing agreement and proposed 
order provides that the butterfat differential shall be an amount which is 
1/10 of the average (to the nearest full cent) price per pound of 92-score 
butter at wholesale in the Chicago market for the delivery period during 
which such milk is purchased. 


From 1922. to 1930 the butterfat test of milk sold in Louisville 
averaged approximately 3.9 percent. Since 1930, the year in which the pre- 
vailing test dropped to a low point of 3.7 percent, there has been an 
upward trend in the butterfat test of milk sold, Since 1933 the test has 
been approximately 4.0 percent for all milk sold. (See table 32.) 


PART VI 


The Classification and Prices of Milk Provided by the Proposed 
Marketing Agreement and Proposed Order bs 


The differences in the seasonal variations in deliveries in the uses 
of milk as Class I and Class II make necessary. a pricing plan which will 2 
aid in efficient marketing of fluid milk and excess milk. The classified 
price plan has its origin largely in the efforts of producers and handlers 
to develop pricing plans that will aid in such efficient marketing of fluid 
and excess milk. In this market. with the cooperative organization of pro- OQ 
ducers and the concentration of the handling of milk with a comparatively 
few handlers (as described in Part III) an analysis of the classified price 
plan and the economic basis therefor, applies with special force in a 


F 


iy 69 ut 
Popsiaoration of the price power Be mata in the Louisvilie, “Kentucky, 
marketing area, as set forth in the proposed marketing agreement and 


proposed order. 


A general discussion of the basis for having a classified use plan 


‘ for pricing to handlers is given in.the following excerpt from a publica- 


tion written by E. W. Gaumnitz SEEN O. M. Reed and soon to be OS. by the 
Department of Agriculture. 


"The most important service rendered members by bargaining coopera- 
tives is that of selling their milk to distributors. The contract between 
the producer member and. the cooperative usually contains a provision 
whereby the member egrees to sell his milk to the cooperative, or the co- 
operative is appointed the sole sales agent: of the producer for all of his 
milk and other dairy products, except milk used by the producer for home 
consumption. The association usually agrees to sell the milk of the 
member and return to him the proceeds of such sale, subject to certain de- 
ductions for covering the operating expense of the cooperative... Thus 
the cooperative stands in the position of being the sole sales agent of a 
large number of producers. While the production of milk is usually in the 
hands of a large number of producers, the output of such individual pro- 
ducers being very small relative to the total produced in the market 
supply area, the sale of such milk is placed in the hards of a single 
agency &/ Under these conditions the sale of milk becomes in large part 
a collective action and there arises the necessity for the formlation of 
sales and price policies. 


"The cooperatives, once organized, were immediately rae with the 
problem of selling all the milk of their members. One writer summarized 
the problems confronting the cooperatives, sade EBs began operations, in 
the following statement: 


MTAL that time we were confronted with irregular methods of buying, 


; irregular methods of payment, unsatisfactory conditions of weighing or 
measuring, failure to pay on the part of some buyers, and tages irregular 
and unfair practices on the part of the producers themselves. 


"The Piocneratives formed during the period of the World Wer and 


| immediately thereafter, a period of rapid development of milk bargaining 


cooperatives, 3/ apparently bargained with distributors for flat prices 


i/ Several cooperatives operate in some markets. 
2./ Allebach, H. D., "Aims and Methods of Collective Bargaining", 


American Cooperation, 1928, volume II. 
3/ Metzger, Hutzel, Cooperative Marketing of Fluid Milk, Technical 


Bulletin. No.179, United States cea ws paar cc tae 


er 


= a 
for all milk. nheere were. pieoeueaad for. a “time in securing flat prices that 
they considered satisfactory, probably due to the high level of prices for 
milk use We manufactured dairy products, but this situation did not long 
continue. i 


"In some cases where it appears that the flat prices established by 
the cooperative were too high relative to the price of milk used in manu- © 
factured dairy products, distributors would refuse to take the milk of all 
producers supplying them, leaving the product to seek a market elsewhere. 2/ 
Horner puts the matter any ; 


NtQuite naturally the flat price was first used because farmers were 
not familiar with the contitions of the market. It was when distributors 
began to ask for a lower price because of large amounts of ye ee that the 
producers saw Gehan Of @ use price basis «.-. 


Pyore seems to be no reason why milk should be bought on a flat 
basis. | 


"Perhaps the most fundamental difficulty in pricing milk to distrib- 
utors on a flat-—price basis is that distributors. tend to vary widely 


sig) "The heavy European demand greatly increased the price of condens- 
ed and evaporated milk during the World War. Fluid milk prices lagged be- 
hind prices for the evaporated products from August 1916 to April 1917. 
With the rapidly increasing demand for milk and other dairy products from 
1917 to 1920, marketing associations for the most part had little trouble 
in obtaining high returns under the flat-price system; but it finally be- 
came evident that cessation of the war-time demand for condensed and evap- 
Orated milk had left a large volume of these products for which there was 
no profitable outlet....With the loss.of profitable outlets for these 
products, a few manufacturers closed their plants, and those that continued 
to operate were enabled to do so only by paying producers greatly reduced 
prices. As a result, the producers ... could not force a rise in the flat-— 
price level while the total demand was below the total supply. Distributors 
having a relatively large volume of surplus also became dissatisfied with 
the flat-price system because it failed to. recognize that a large part of 
their volume had a market value below the average on which the flat price 
was based." Bartlett, R. W., Cooperation in Marketing Dairy Products, 
ebapter 0, pow lade. 

_g/ "Like other associations, as soon as we got started in 1917, we 
found that milk producers were in the habit of allowing production to be~ 
come very uneven and out of balance with demands. The supply would often 
be nearly double the demand and at other times of the same year the - “supply 
did not equal the demand. This situation was very: disastrous and many pro— 
ducers had no market at some seasons of the year." Hough, C.E.; "Basic 
and Surplus Milk phaser ices Lon OE American Cooperation, 1928, 
volume II, 

ay. Horner, J. T., "A Comparative ated of Various Fluid Milk Market- 


ing Plans," American Conperation, 1926, volume II. 


ey ee 


relative to the proportion of milk sold in each use, coupled with the fact 
that, in a market sufficiently large, differences in transportation costs 
per unit of milk and the product equivalent of such unit of milk operate 
so that the market tends to be zoned and milk used for fluid milk must 
command a price sufficiently higher than the cream equivalent of a unit 

of milk to cover the higher cost of transporting milk in fluid form rather 
than as cream or other product form.= 


"It is rather well recognized that there are marked variations be- 
tween distributors with respect to the proportion of their total sales 
represented by sales of milk in fluid form. An example of this type of 
variation between distributors is set forth in table ll, which shows the 
number of distributors in specified markets classified according to the 
proportion of their total milk sales that was sold in fluid form. In the 
Boston market the proportion fluid milk sales are of total sales varies 
for particular distributors from slightly above zero to over 90 percent, 
with 6 distributors falling in the former category and 4 in the latter. 
Twenty-one distributors sell over 50 percent while 15 sell less than 50 
percent of their total sales in fluid form. Th St. LOU. Missouri, 
Phoenix, Arizona, Richmond, Virginia, and San Diego, California, the range 


is not so great as in Boston but nevertheless wide variations exist. (See 
table 33.) 


"Cooperatives, in bargaining for flat prices, found that two major 
difficulties confronted them, these being: 


"(1) If they bargained for a flat price which would closely approx- 
imate the weighted average of the prices that would tend to prevail for 
milk and the cream and other product equivalent of milk f.o.b. city (and 
it probably is a reasonable presumption that they would bargain for prices 
somewhat higher than such weighted average), the distributor who utilized 
a higher proportion of his receipts in fluid form that the average for the 
market would be placed at an advantage as compared to the distributor who 
utilized a lower proportion of his total receipts as fluid milk than the 
average proportion for the market as a whole; and 


"(2) Under the flat-price systen distributors who utilize a sig- 
nificant proportion of their total receipts in product form tend to cut 
off producers in order to bring their receipts and fluid iene into 
closer adjustment, or refuse to bargain with the cooperative. 
ie ee ee aa ar ce PO 

i) Differences in sanitation regulations for nilk 
and the several products also operate to increase the price of fluid milk 
relative to milk used for other purposes, since nilk used as fluid nilk 
usually has to meet more stringent regulations than milk produced for use 
in product forn. 

my For example: 

"A dealer under the flat price system does not want to buy any 
more pilk than he needs to take care of his fluid market. Therefore, when 
(Continued on following page) 
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"Metzger states that 'With the coming of the cooperative associa- 
tion to represent the producers, the distributor continued to use the same 
argument for lower. prices: that. he had used for years: That there was so 
mach surplus he could not: profitably: dispose of the milk unless the buying 
price was low. In many: markets it was felt. that this was often used as an 
argument to place prices lower than they should be. It was proposed that 
the distributor show the producers exactly the quantity he sold for differ- 
ent uses, and that’ a basis of payment. be arranged according to the quanti- 
ties of milk sold in each of these classes. The plan is usually known as 
the "Classification", plan'‘and. sometimes as the "Use" plan. '1, 


"In an effort to overcome. some: of the difficulties of the flat-price 
system, a system of pricing milk according to the form in which it was 
sold by distributors gradually developed. Apparently the plan was first 
used. on an extensive scale in Boston, Massachusetts, Washington, D. C., and 
Philadelphia, Pennsylvania, about 1918. Since that time the plan has been 
instituted in a large number of milk markets. At the present. time in most 
large markets milk is sold to distributors on the basis of a classified 
price plan, that is, distributors pay different prices for milk depending 
upon the form in which they sell it. In some markets a rating pl </ was 
used in such a manner that it operated not only as a plan for prorating 
to producers the proceeds of sales to distributors but also as a plan for 
selling milk to distributors. This was accomplished by setting total 
ratings at about the same level as fluid milk sales, and shifting produc- 
ers among distributors so that the milk each distributor was required to 
pay for at 'basic prices! closely approximated each distributor's fluid 
Inilk sA€les. In this manner the rating plan also acts as a classified 
price plan under which the distributor is charged different prices for 
milk sold by him in different forms. 


(Note 2 from previous page continued.) 
production increases above what he needs for fluid milk, all sorts of 
methods are used to cut down the supply. The dealer may tell the farmers 
to hold back a day's supply of milk. The result is that the farmers prob 
ably sell the milk elsewhere at still lower prices. Or the dealers neglect 
to send a sufficient number of cans to take care of the production. The 
farmer, then, has no method, unless he owns his own cans,.of getting the 
milk into the market under a cut-price sale. It is a shut-back system of 
handling surplus." Bronson, W. H., "Milk Price Forrmmlas," American Cooper- 
ation, 1925, volume II. "Milk dealers will not agree in advance to buy 
unlimited quantities of nilk at fluid pricés that are satisfactory to 
producers. They will pay satisfactory prices for the milk which they can 
sell as fluid milk, if the surplus of producers! shipments can be paid for 
at prices which represent the value of those surpluses." Hough, C. E., 
"Basic and Surplus Milk Classification Policy," American Cooperation, 
£95, volume 11. 

1/ Metzger, Hutzel, Cooperative Marketing of Fluid Milk, Technical 
Bulletin No. 179, p. 48. United States Department of Agriculture. 

2/ Commonly called the base-rating, hasic-surplus, or base-surplus 


plan. 
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"Some indication of the development of the classified price plan of 
selling milk to distributors is given in table 34. The historical data 
readily available are far from complete, certainly with respect to the 
dates the plan was instituted in different markets and the number of classes 
of milk, but it is believed that the data are reasonably accurate in indi-~ 
cating the development of classification. The data indicate that in 1918 
milk was being sold to distributors on the basis of a classified price plan 
in two markets. In 1933, 30 Markets were operating under the plan. It 
should be emphasized that these figures do not represent’ the total number 
of markets operating under the plan in the United States, since data are 
lacking for many markets. However, the figures probably represent the trend 
_in.the development of the. plan.l/ (See teble 34.) 


"It should be stressed that the classified price plan is a method of 
selling milk to distributors, that is, a schedule of prices for classesof 
milk set up, such classes being based on the form in which it is used by 
the distributor. The second phase of the price-making activities of coop- 
erative associations is the method or methods of returning to producers 
the proceeds of sales to distributors, which are discussed in the following 
section." 


A. Provisions of the preposed marketing agreement and proposed 
order with respect to classification of milk 


Three classes of milk ars specified in the proposed Marketing agree- 
ment and proposed order for the purpose of pricing milk to handlers. These 
ares 


Class I - all milk sold or distributed by handlers as milk; 


Class II - all milkued by handlers to produce cream (for consump- 
tion as cream), flavored milk, creamed cottage cheese, 
and creamed buttermilk for sale or distribution; Provided, 
that the milk from which only the skimmed nilk is used 
in the production of the above products shall not be in- 
cluded as Class II milk;2 


Class Ill —- the quantity of milk, purchased, sold, used, or distrib- 
uted by handlers in excess of Class I and Class II ‘mime 


Se ? 


1/ Additional details are givén in Appendix A, tatle 6. 

2/ When reporting to the market administrator the use made of milk, 
handlers in the Louisville, Kentucky, Marketing area report the class 
utilization of butterfat contained in the milk handled. Then, the market 
adninistrator apportions the skim milk handled in accordance with the class 
utilization of butterfat. This method of allocating milk into the various 
classes does not pernit handlers to put sone of the butterfat received in 
milk into lower class uses and pay for it. at the lower price when it was 
actually sold in a higher class. | 


2 


‘Table 34.- Cumulative total of markets instituting 
classified price plans, 1918-1933, in- 
clusive 


“> 


“Muhber of narkets operating 
under classified price plan 


Yearl/ ** 


eennegsnae 


4 


1918 : 
1919 3 3 
1920 3 4 
1921 5 
1922 : 8 
1923 10 
1924 3 1 
1925 3 2 
1926 3 12 
or ere 
1928 3 3 
1929 3 15 
1930 3 19 
1931 24 
1932 28 
1933 : 30 


1/ 37 markets operating under the classified price plan 
are not included in the above, due to lack of data with 
respect to the date of institution of the plan. 
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The classification and prices provided in the proposed marketing 
agreement and proposed order relative to milk produced for sale in the 
marketing area appear reasonable in light of the facts that are available 
relative to supply and demand conditions and to the sales and uses of milk 
in the Louisville, Kentucky, marketing area. 


B. Use classification in the Louisville, Kentucky, market 


Classification of milk according to use has been an established 
practice in the marketing area since 1931, at which time there were three 
classes of milk established: 


Class I - all fluid milk sales. 


Class II - all milk sold as crean, buttermilk, cottage cheese, ice 
cream and starter milk. 


Class III - all milk manufactured into condensed or evaporated milk, 
cheese, powdered milk, or butter. 


This classification is closely related to the classification which 
later superseded it under the provisions of the Federal license. ‘The same 
classes of milk that were provided for in the license which became effective 
in June 1934 have been in effect during the entire period of the Federal li- 
cense and are provided for in the proposed marketing agreement and proposed 
order. 


Milk sold for fluid consumption in Louisville, Kentucky, as was 
pointed out before, must mect rigid health requirements and must be produced 
under conditions which conform to the Quality standards laid down by the 
Louisville health authorities. Not only must such milk be of these high 
quality standards, but it must have certain other characteristics. It must 
be of a fairly regular supply to meet the rather constant demand tf Oledat 
because fluid milk cannot be stored as Can other dairy products. It must 
be supplied from areas near the market so that it is easily available to 
the market in all kinds of weather and also because of the expense of trans- 
porting milk long distances. 


Milk sold for consumption as cream must also be handled on the farm 
under strict sanitation regulations and must meet high quality standards 
set up by the health authorities. However, cream can be stored for short 
periods of time without deteriorating, and, hence, need not be delivered 
in quite so evena supply as is needed for fluid milk. It can also be 
produced at longer distances from the market and shipped in as cream thus 
lowering transportation costs. In practice, the milk used for flavored 
milk, creamed cottage cheese and creamed buttermilk has had to meet the 
same quality and delivery requirements as milk sold for consumption as 
cream. All these uses named under Class II require about the same type of 
supply, so that their Supplies are interchangeable and thus necessitate one 
class for all such nilk. 


Wd 
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In order that the market shall at. all times have a isufficient quan- 
tity of milk for Class I and.Class II needs, an additional supply of milk. 
of the same quality must be delivered to take care-of daily and seasonal 
and even cyclical fluctuations in the demand. Although such.excess milk 
is of the same high quality,::it must compete on the.‘market,. if not sold as 
Class I or Class II, with milk for thése manufactured products which do not 
require a high quality of milk. Hence, such milk must be classified separ- 
ately with a price in line with the price for alternative uses. The Louis- 
ville marketing area is located in an area where there is a comparative 
abundance of available milk. There is at all times a large potential supply 
of milk and cream in and surrounding the area which now supplies the fluid 
milk for the marketing area. This source of supply is held out of the mar- 
ket by several factors. Three of these factors are: (1) the health require- 
ments, (2) higher costs for the production of milk in reasonably uniform 
seasonal amounts, and (3) transportation costs. If, on the one hand, price 
differentials in favor of milk for consumption as fluid milk get wider than 
additional difficulties in production and delivery justify, then farmers 
who ordinarily produce butterfat are disposed to compete for a place in the 
market. If, on the other hand, the price differential is unfavorable to 
the whole-milk producer an opposite movement which is nearer creamery and 
cheese factory volume takes place. The creameries and cheese factories, 
of which there are eleven within a radius of ten miles of Louisville, offer 
alternative outlets for the fluid milk which is trucked daily into the 
marketing area. These alternative uses offered by such outlets, therefore, 
are the determining factors in the narket value of that portion of the 
Louisville milk supply which is not used as Class I and Class II. 


During the year 1936 the percentage of all milk used as Class I milk 
varied from 62.3 in January to 51.3 in August. The percentage of milk used 
as Class II milk varied from 15.2 in April to 11.0 in August. The percent- 
age of Class III milk varied from 21.9 in January to 35.2 in May. (See 
tape 35.) 


These wide variations in percentages used in each class arise from 
the fact that the amount consumed as fluid milk does not fluctuate to the 
same extent as production. The demand for fluid milk being inelastic, even 
a sharp drop in the price would not increase consumption to any marked 
degree, while a rapid rise and fall in the price might upset the market 
with no gain to either consumers, producers, or handlers. 


C. Minimum prices to be paid producers 


The minimum price for Class I milk, according to the terms of the 
proposed marketing agreement and proposed order for milk, delivered from 
a producer's farm f.o.b. the plant of a handler in the marketing area is 
$2.65 per hundredweight. 


The Class II price proposed for milk delivered f.o.b. the handler's 
plant in the marketing area is $2.00 per hundredweight. 
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The Class III price for any delivery period, as provided for by the 
Proposed marketing agreement and order, is determined by the following 
formula: Multiply by 4 the average price per pound of 92-score butter at — 
wholesale in the Chicago market, as reported by the.United States Depart- 
ment of Agriculture, for the delivery period during which such milk is 
purchased, and add 30.percent. . . a | 
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PART VII 


Conclusions Relative to the Minimum Prices to 
Producers as Set Forth in the 
Proposed Marketing Agreement and Sa pees 


A. The Class I price 


The Class I price of $2.65 per hundredweight, provided by the proposed. 
marketing agreement and proposed order, is designed to result in a price 
for Class I milk that will give milk sold in this marketing area a purchas+- 
ing power equivalent to its purchasing power during the base period, 5 
August 1919-~July 1929. It is believed that this price is reasonable also 
with respect to the current prices of feeds, the available supplies of 
feeds, and other economic conditions affecting market supplies and demand 
in the marketing area. 


With employment, payroll totals, and other indications of demand at a 
high level, it is expected that the consumption of fluid. milk will be main- 
tained at that price. 


In view of the better demand conditions.and relatively more favorable 
cattle and hog prices, the minimum Class I price proposed is somewhat 
higher than that now provided for in Federal License No. 60. However, in 
view of the more favorable supply conditions at present as compared with 
the late months of 1936 and the earlier months of this year, the proposed 
price is not as high as thé Class I price plus premiums paid by handlers 
in the market during those months recently passed. 


mee “then Class{t-price 


The quantity of milk which is used for Class II purposes does not re- 
quire, as stated previously, the evenness of supply that is required for 
Class I milk, because cream can be stored for short periods without 
deteriorating. It can also be produced at longer distances from the mar- 
ket, and the possibility of obtaining cream in the market from outside 
sources necessitates keeping the price of Class II milk in a competitive 
relationship to the price of such outside cream. In view of these consid- 
erations a reasonable minimum price for such milk appears to be $2.00 per 
hundredweight. 


Ge tue Class L1li@price 


It is proposed that the method of determining the Class III price be 
that of a formula based directly on the price of 92-score butter sold 
wholesale in Chicago. This method of determining the price is used 
because the Class III price must be in line with the prices paid for milk 
used by processors in the supply area. Class III milk must compete for 
a market with the milk used for those manufactured products which do not 
require high quality milk. The 30 percent addition represents the value 
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of the skim milk. With a price of $.30 per pound for butter, the skim milk 
would carry a price of $.375 per hundredweight. 


D. Charity milk price i thee } 


It is proposed that a minimum price of $2.48 per hundredweight be 
established for milk sold to a recognized relief agency and delivered to 
the residence of a relief client. ‘The price established for charity milk 
is $.17 per hundredweight below the price which handlers are to pay pro= 
ducers for Class I milk. Because of the necessity of milk. for relief uses 
due to its high nutritive value, producers have indicated: a willingness. to. 
sell milk for such uses ata price somewhat below: the Glass I; price .a..0m 
the other hand, producers benefit somewhat probably by selling some milk. 
at the charity price which would otherwise be included in Class II milk. | 


H. Outside market sales 


The Louisville, Kentucky, Marketing Area is defined as including the 
city of Louisville, Fort: Knox Military Reservation, in the State of Ken. 
tucky, and the cities of New Albany and Jeffersonville and the counties of 
Floyd and Clark in the State of Indiana. 


Some handlers who purchase milk from producers; as defined in the pro-. 
posed marketing agreement and proposed order, may sell milk not only in 
the marketing area but also in Markets outside the Marketing area. The 
proposed marketing agreement and proposed order is designed to regulate 
and set prices to be paid for all milk purchased from producers by 
handlers who handle milk in the marketing area. But, because most of the 
milk dealers in the markets outside the marketing area are not subject to 
the proposed Iarketing agreement and proposed order, the Class i price 
specified in it might put those handlers at a disadvantage (or an advan- 
tage) with their competitors operating in those markets with respect to 
the prices paid for Class I milk. Thus, it would be inequitable to apply 
the Class I price as stated in the proposed Marketing agreement and pro 
posed order to such sales of milk if that procedure would create such a 
situation. 


them. The most reasonable procedure is for the market administrator to 

ascertain what prices other handlers operating in those outside Markets 

are paying for their Class I milk, and to charge handlers subject to the 
proposed marketing agreement and proposed order the same price. 


There is a reasonable adjustment allowed for transportation from the 
plant where such milk is secured from producers to the plant where milk 
for those sales is loaded on wholesale and retail routes. 
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FAR VITL patel 
Equitable Apportionment of the Proceeds |. 
From Mi lk Among All Producers 5g 


ie Pooling of proceeds from the ‘sale io to handlers 


The- Agricultural Marketing’ Agreement Act eh BAS Biol provides. for tno. nena 
by which total payments to producers may be. distributed to producers. ‘The 
first of these, commonly called "a market-wide pool", is.for all. handlers to 
pay all producers in the market a uniform price for milk of the same grade 
and quality, based on the total utilization of the milk in the market. The 
second of the methods, commonly ¢alled "a handler pool", is for each 
handler: to pay a uniform price to all his producers inthe market for milk 
of the same Sere and” quality, based on his’ utilization fope the. milk. 


There is provided in the proposed marketing agreement and proposed order 
the first plan, whe reby the total proceeds from the sale of all milk of 
producers to all handlers are pooled and then equally apportioned among all 
producers. As- the classification of milk according to use and the uniform 
pricing of milk to all handlers according to that classification have put 
all handlers on the same competitive basis with respect to the prices to be 
paid to all producers for milk, so this plan of equally apportioning the 
proceeds of milk among producers puts all handlers on an equal competitive 
basis with. respect’ to the prices paid to each of their producers for their 
milk. It is simply ‘an extension of the plan commonly used by each handler 
and by cooperative organizations. If a creamery sold {5 percent of its 
milk ag Class I and*Class II and 25 percent as Class III, it did not pay 
75 percent of its producers the Class I and Class II price and 25 percent 
the Class III price. Such a method obviously would not have been equitable, 
and under such a plan there could be little hope of any stability in the 
markets It is natural to expect that, if some producers who have been 
inspected and who meet the health requirements and other standards 
required for Class I and Class II milk do not get a share of that market, 
they will undertake to do so. Cooperative organizations have recognized 
this problem ‘and have attempted to give all such producers an equitable 
share’ of. the fluid milk and cream market. Thus, a much more orderly mar-— 
ket is established. In ‘the Louisville, Kentucky, market the principal 
cooperative has tried to accomplish this end by recognizing the fact that 
the producers: whose milk meets the health requirements of Louisville milk 
in the long run would receive their share of the market. It has given to 
each member who met the above qualifications his share in the market 
through an association pool whith included nearly 95 percent of the milk 
in the market. Federal License No. 60 extended this.method to apportion- 
ing among all producers the total proceeds from milk in the market. The. 
proposed marketing agreement and “proposed order. proposes tO continue this 
same plan. In this way there-is accomplished what would be. the result. in. 
the long run if economic forces ‘were allowéd’ to work thémselves out to 
their fullest extent, i.e., every qualified producér having his share in 
the ae oe ‘the proceeds: ‘of ‘milk in. DRE markets. 
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The prices provided in the proposed marketing agreement and proposed 
order have been shown in the, analysis to be prices- which are fair and 
reasonable. The Agricultural Marketing Agreement Act of 1937 provides 
for "prices that will give such commodities (milk, in this instance) a 
purchasing power equivalent to their purchasing power during the base 
period. The level of prices which it is declared to be the, policy of 
Congress to establish . .“. be ‘such level as will reflect the price of 
feeds, the available supplies of. feeds, and other economic conditions 
which affect market supply and demand, for milk or its. products. in the. 
marketing area to which the contemplated marketing agreement, order, or 
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amendment relates,!! 


In a stabilized market there would be but one price for all the milk 
delivered and demanded in each of the various classes provided in the 
proposed plan. But in practice, for many reasons, such as the wide sep- 
aration of producers and, probably, because of their location, with only 
One outlet for their milk there have been almost as many individual 
prices in milk markets as there have been transactions between handlers 
and producers. Such conditions create instability in‘’a market with no 
way for anyone to determine what the actual price of milk is in the mar- 
ket. The prices proposed, it is thought, will clear the market for each 
Class of milk and in this way establish a stability and efficiency not 
possible otherwise. 


The milk from some producers in the market is not needed. at all sea- 
sons of the year, yet it is necessary that such producers be completely 
equipped and inspected the whole year in order to deliver milk of the 
required quality in the seasons when their milk is needed. In order 
that these producers will go to this expense and trouble they must be 
allowed, and are entitled to share in, the fluid milk and cream market 
during the whole year. If such is not the case, the Competition for a 
market would cause the seasonality of prices to be very marked and cause 
much disruption in the market. In addition to the competition of such 
producers for the market, there is also the competition for the market 
by new producers who have so adjusted their deliveries and are producing 
such a quality of milk that they are now desirable producers for fluid 
milk handlers. Then, too, there is the competition of those: few who, as 
in other businesses, prefer making individual gains at the expense of 
others to having a stable market. Some competition is desirable and 
constructive and it is such that is fostered and aided by the. proposed 
plan, eliminating much of the destructive competition. Experience has 
shown that much of the competition is bound to be destructive, and it 
is such competition that must be regularized. 


excess of milk Which*is “necessary in the market. There is needed at all 
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times seca: the year “some excess to cover ine daily fluctuations in Bite 
sale of fluid milk and cream,. and in the flush season of production .there ° 
is a considerable amount of such excess milk produced in the market. 

In Louisville all milk is shipped into the marketing area and is delivered 
in such varying amounts that it cannot be handled efficiently. It is 
easier for individual handlers to cut prices to sell more milk in fluid 
form than to process the milk delivered in excess of their fluid saless 
But it is an ineffective procedure in the market as.a whole to attempt to 
get rid of this excess milk by lowering the price to producers. Sucha 
drop in prices might also deter producers from making necessary improve— 
ments in their equipment and even from continuing to deliver a sufficient 
quantity of wholesome milk for the market in a short season and some ; 
excess at all times. 


In order to obtain a larger share of the fluid milk market some pro- 
ducers are’ willing to accept temporary prices below what are actually 
needed by them to cover their expensese Such a condition as this 
motivates handlers to seek cheaper sources:of supply, invites Drace 
cutting by other groups, and creates a-very unstable market. The follow- 
ing illustration shows how handlers as well as producers in a market can 
gain for a time a decided advantage. 


Assume that the Class I price is $2.00, the Class II price is $1.50, 
and the Class III price is $1.00. Assume also that the sales of fluid 
milk in the market are 60 percent of total sales, sales of Class II 20 
percent, and sales of Class III 20 percent. Then a handler paying the 
full price for his milk would pay to his group of producers, if they 
were to carry their share of the surplus, the following: 


60 pounds as Class I @uG2s00 = $i,20 
ea! i PAO. We 5O. Ss «50 
LO N Werte «ao Ls00 = Hae) 


Composite price per hundredweight $1.70 


In order that all producers will continue to deliver a sufficient 
supply of milk of wholesome quality required for Class I, it is assumed 
that they must receive at least $2.00 per hundredweight. But, in the 
short run, with a fixed investment some producers may be induced by a 
handler who offers a slightly higher composite price than the composite 
price for the market, calculated according to the class utilization of 
all milk delivered to the market, to allow their milk to be delivered in 
the city at a lower Class I price. Under this arrangement some milk 
which is not needed to cover daily fluctuations in sales can be sold for 
fluid use. The following illustration attempts to explain the reason 
why a particular handler can underbuy other handlers in the market and 
yet pay his producers a slightly higher composite price. 


If one handler has a larger percentage of his milk utilized as Class 
I than the average percentage for the market which he might have gotten 
by selling some milk somewhat below the prevailing price in the market 
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and yet continues to get the full price from his regular customers (a prac- 
tice not uncommon in many. milk’markets, particularly in the wholesale 
trades), then he might return to these producers: 


60 ‘pounds as Class I @ $2.00 = $1.20 

ran 10!" tie " ne I @ Lets es 0175 : 
ps 20) re ta! . Il Oe 15 50mm 
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) Composite price per hundredweight $1.775 -. 


“~ This handler will thus have underbought the market and yet, by so doing, 
““@ould have increased his composite price to producers by $.075 per hundred~ 
weight, some or all of which he could pocket. But this handler could 
increase his Class I, assuming no increase in Class I in the market, only 

at the expense of other handlers in the market. . The other producers deliv— 
ering to the other handlers in the market would then -receive only: 


50 pounds as ClassI @ $2.00 = $1.00 
ig et, den 1 eOgael SC 
x At CAR ok, dior LL Ey, ©. ign ls OC a nes 


Composite price per hundredweight $1.60 


. More than likely, however, in order to retain his fluid milk sales and 
maintain his price to producers, this type of handler would lower his 
price to those customers to whom the cut-price milk.was offered. Eventually 


The proposed marketing agreement attempts to eliminate such practices 
among handlers by requiring them to pay for the milk according to the use 
made of it by allocating equally among all producers the proceeds from 
sales. Certain handlers will no longer be allowed to underbuy other han~ 
dlers in the market, gain a larger share of the market sales than is pro- 
portionally theirs, and to cut market prices. Evidence that unfair 
' practices as described here are carried on in milk markets is presented in 
part VIII of this paper, in the discussion of handlers! reports. 


The surplus milk in the market is a necessity. The expense of it must 


be carried by the producers and handlers in the market and as such the 
burden of it should be shared equally by all producers and handlers in the 


In Federal Milk License No. 60 which became effective in the Louisville, 
Kentucky, Marketing Area in June 1934, it was provided that the proceeds of 
the sale of milk by producers should be distributed to producers according 
to a base-rating plan. Bases for producers were Calculated on the basis 
of delivery performance during a representative. period of time. This plan 
of distributing returns to producers was used until November 1934, ‘the 
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base-rating plan was dropped at that time when the volume of milk was short 
enough that the price of milk was advanced to the conSumer and the blended 
price paid to the producer was high enough. that ‘all producers received as 
much for their entire shipments as they had.previously received for basic 
shipments. The base-rating plan has been little used since it was dropped 
in 1934.° The producers in the Louisville supply area are fairly well con- 
centrated about the marketing area, are producers of a similar type, and 
have fairly uniform deliveries. Because these producers are ‘all delivering 
closely in accordance with the market requirements for milk ‘the necessity 
for the base-rating plan is substantially removed. The use of this method 
of payment in this marketing area at the present time would be merely a 
complicated method of distributing the proceeds from'the sales of milk. 

If, however, it should be found at some future time that ‘Changes in produc- 
tion practices were causing producers to become less uniform in their © 
deliveries and that some producers were failing to deliver closely in... -- 
accordance with the market requirements for milk, the base-rating plan for 
prorating the proceeds from the sale of milk by producers would again 
become a desirable feature of the marketing program. 


A composite price plan of distributing returns to producers was 
adopted subsequent to the removal of the base-rating plan, and is provided 
for in the proposed marketing agreement and proposed. order. An explanation 
of the manner in which this plan operates follows. 


The actual operation of the plan to apportion proceeds among producers 
works exactly as if all handlers paid into the market pool the total 
value of (1) their Class I milk times the Class I price plus (2) the Class. - 
II milk times the Class II price plus (3) the Class III milk times the 
Class III pricee The total amount of this pool is then divided among pro- 
ducers according to some equitable plan, which, for this market, is a 
composite price plan. The market administrator's office acts merely asa 
Clearing house for the transactions. 


There remains room for competition among producers to make additional 
gains for themselves through superior quality and efficiency. After the 
milk has been received at the milk plant the handlers and cooperatives 
compete with each other on the basis of efficiency of operation and dis- 
tribution, and any gains so made are not shared with the rest of the 
market. 


The actual mechanics of computing the total value of the pool are pro- 
vided in article VI and section 1 of article VII of the proposed marketing 
agreement and proposed order in the following manner: 


The provision of article VI of the proposed marketing agreement and 
proposed order relates to those handlers who are also producers. 


Article VI provides that "in the case of a handler who is also a pro- 
ducer, and has purchased milk fromyroducers, the market administrator 
shall, in the computations set forth in article VII, first, exclude the 
milk purchased by him in each class from other handlers and then apportion 
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eA cle as . 
the milk purchased by him from producers. to each class according to the 
ratio which such handler's remaining total sales in each class bears to his 
remaining total sales in all classes." Since all other handlers purchase 


ing to the class utilization of the milk he has produced and sold, and to 


Climinate the milk produced according to the same utilization. 


the class prices into uniform prices to all producers. 


Section: 1 of this article provides for the computation of the total 
value by classes of all the milk purchased by handlers to determine their 


average price. 


The next-step in the process is to provide the.means by which this total 
pool shall be paid out to producers. 


Bie Calculation of a sample pool 


In order to present more ‘clearly the most important calculations 
involved in the Computations of the total value of all milk and the blended 
price to be paid producers, an attempt is made to describe such calculations 
in this section by means of an example. 


For purposes of exposition it is assumed that there are only three han- 
dlers in the market. Hach handler reports to the market administrator his 
receipts of milk from producers and his sales from which the administrator 
determines the classification as shown in table 36. 


The prices assumed for milk used in each class are presented in table 
57. With these prices the market administrator determines for each handler 
the total value of his milk and also the total value of all milk in the 
market. These values are presented in table 38. The total amount of 
ieQ,025, the total. vain of the milk of all handlers in all classes, igs to 
be distributed among all producers, ~ 


The next step is to divide the total value of all milk in the market by 
the total deliveries and the result of the Calculation is an feoeb. City 
composite price of $1.7739 per hundredweight, which is the minimum price 'to 
be paid each producer for his total deliveries. 


Steet 


Table 36.- Report of handlers -in sample pool 


Class I ; Class IE: Cee Class ITT 
Hundredweight Hundredweight Hundredweight 
Handler A 35 000. = aeitllapyatee 6,500 
Handler B 4,500 Weer y 1,000 
Handler C 3,000 oo 3 500_ ase ;CO0 Re 
Total 2,000 16,500 9,500 


Table 37.— Prices per hundredweight assumed in sample pool 


ee lke vig te Once OLY 

Cteesiits oo. 4. $2.00 
Class II ieee api oe 1.50 
Class II tee 1.25: 


Table 58.~ Total value of milk, by classes, 
in sample pool 


Class I Class II Class III Total 

Dollars Dollars Dollars Dollars 

Handler A 70,000 15,000 8,125 93,125 
Hancler B §,000 4.500 1,250 13,750 
Handler ¢ alee ye ye 5,250 2,500 13,950 


Total value 84,000, ) 24, 750 11,875 120 ,.625 © 


The administrator then notifies handler A that the total value of 
his milk for the delivery period is $93,125 and that he is to pay direct 
to his producers the following: 


51,500 @ $1.7739 = $91,355.85 


and because the total amount tobe paid to his producers is not as great 
as the market value of the milk as used by him, he is to pay the difference of 


$93,125 ~ 91,355.85 or $1,769.15 to producers through 
the administrator. , 


The administrator notifies handler B that the total market value of 
his milk was $13,750 and that he should pay direct to his producers: §&,000 
@ $1.7739 = $14,191.20. 


This is a larger amount than the value of such milk as used by han— 
dler B. In this case, so that the producers shall receive the full price 
for their milk such producers receive through the administrator and their 
handler the difference of $14,191.20 and $15, (D0 Orso lee oe 


The administrator notifies handler C that the total value of his 
milk was $13,750 and that he is to pay his producers as follows: 


6,500 @ $1.7739 = $15,078.15 


As in the case of handler B the amount to de paid to the producers 
of handler C is greater than the value of milk as used by handler C. Hence, 
he receives the difference $15,076.15 — 1540 Or $1, ses .15 through the 
administrator to pay producers. 


Thus when all these transactions are cleared each handler has paid 
the same price for all his milk in each Class and each producer has re-— 
ceived an equal share of the total value of all milk. The administrator 
has received through the pool $1,769.15 and has paid out $1.769.35 (the 
minus $ .20 is due to the estimating of the final decimal points). | hase 
handler should fail to pay into the market administrator that part of his 
total obligation which is to be paid to producers by way of the market ad-— 
ministrator, the paying out of the pool will be reduced by that amount. 

If a handler has so failed in one delivery period, it is reasonable to 
expect that he may repeat his failure in the next. Experience in operat— 
ing market pools under licenses has shown that some handlers will tend to 
make their reports and then fail to make payments, making necessary a fur- 
ther guide to the make-up of the pool than that of having a report in hand. 
Such a procedure, prescribed for the market administrator, in no way re- 
lieves the handler of his violation of the marketing agreement and order. 


Sas ee 
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PART IX 


Other Provisions of the Proposéd Marketing! Agreement 
and Proposed Order for the Louisville, Kentucky, 
Marketing Area 


The remaining provisions of the proposed marketing agreement and 
proposed order are necessary for defining more explicitly and making 
effective the classifications and price provisions previously discussed. 


Ae The Louisville, Kentucky, Marketing Area 

As defined in the proposed marketing agreement and proposed order, 
the marketing area includes the territory | within the city of Louisville, 
Fort Knox Military Reservation, all in the State of Kentucky, : and of the 
Cities of New Albany and Jeffersonville, and the counties of Floyd and 
Clark, all in the State of Indiana. tote vee 


The prices as set forth in Article IV of the proposed marketing 
agreement and proposed order have been fixed in the light of supply and 
demand conditions affecting the marketing of milk in the city of Louisville 
and the adjacent territory; which includes Fort Knox Military Reservation. 


It has been proposed that the marketing area also include the cities 
of New Albany and Jeffersonville and the counties of Floyd and Clark, all 
in the State of Indiana. Available information offered in support of the 


inclusion of this additional territory in the defined marketing area indi 


Cates that these latter cities and counties are a part of the contiguous 
territory in which milk is sold by handlers operating in Louisville. It is 
also indicated that, even though the health requirements for milk sold in 
these cities and counties of Indiana are less exacting than those of the 
city of Louisville, the producers! association is ina position in its 
quality program to shift the producers! supply of milk from the pasteuriz-— 
ing handlers of New Albany and Jeffersonville to handlers in Louisville, 
and vice versa. 


On the other hand, experience’in this market during the period of 
Federal regulation under license Noe 60 has shown that, due to the fact 
that much of the milk sold on the Indiana side of the sales area has not 
met health requirements similar to those of the city of Louisville and 
those requirements self-imposed by ‘pasteurizing handlers in New Albany 
and Jeffersonville, making the type of competition in these Indiana cities 
included in the sales area much different, and a price differential was 
necessary. 


In Louisville, Kentucky, producer~handlers represent only about 15 
percent by volume of milk marketed. In the Jeffersonville and New Albany 
markets, the producer-handlers represent about 39 percent of the volume of 


we 


milk marketed, Much of the milk sold in the two Indiana municipalities is 
raw milk and the competitive situation in these two municipalities is prin- 
cipally concerned with the pont ticks between pasteurizing handlers and 
handlers of raw milk. 


Table 39 shows the class prices that have applied to milk sold in 
Louisville and that milk sold in the: two Indiana municipalities of the sales 
area. Although: the class prices: as established in Federal Milk, License No. 
60 have not. been- changed during the period of regulation, varying premiums, 
based upon changing supply and demand conditions, have been Sele to the 
established class prices. 


Beginning in March 1936 the premiums added to class prices were | 
varied as between milk sold in Louisville and milk sold in New Albany and. 
Jeffersonville. In March 1936 the Class I price for milk sold in Louisville 
was $2.36 per hundredweight. The corresponding price for milk sold .on the.-<! 
Indiana side of the sales area was $2.18. Class II prices varied also, being 
$1.593 per hundredweight in Lou&sville and $1.65 in New Albany and Jefferson-— 
ville. In March 1937 there was a spread of $¢ .53 between the Class I price 
of $3.175 in Louisville and the corresponding price of $2.645 in New Albany 
and Jeffersonville. The Class II prices paid during the March 1937 period 
were the samée In April of this year, the spread between the Class I price 
in Louisville and the Class I price in New Albany and Jeffersonville dimin-— 
ished to 3 cent per quart. The prices paid for charity milk by handlers in 
Louisville from March 1936 through April 1937 were approximately $ .32 per 
hundredweight higher than those paid by handlers in New me and Jeffer. 
sonville (see table 39). 


In view of the facts presented above: (1) that there isa consider- 
able difference in the quality requirements imposed on much of the milk 
which enters the municipalities on the Indiana pide of the marketing area 
as compared with those imposed on milk sold in. Louisville, (2)" that the 
nature of the competition in the Indiana municipalities included in the 
marketing area is apparently different from that existent in Louisville 
and, (4) that experience has shown the desirability of a price differential 
to be applied to milk sold in the two municipalities in Indiana, it is 
recommended that. in this public hearing serious question be given to the 
advisability of including the above-discussed Indiana municipalities and 
the counties of.Floyd and Clark in Indiana in the marketing area and that 
evidence be introduced into this hearing to show that it is necessary that 
this territory be made a part of the marketing area to be defined in a 
marketing agreement and order. 


The population of approximately 370,000 in the city of Louisville 
is engaged largely in diversified industrial pursuits, such as tobacco 
manufactures, railroad shops, hardware production, flour. and grain mills, 
steel works and rolling mills, meat packing, petroleum refining, distill- 
eries, auto assembling, and furniture construction. The prosperity of the 
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area depends to a large extent on the income of the agricultural region 
surrounding Louisville. 


B. Reports of handlers 


Article V of the proposed marketing agreement and proposed order 
sets forth three types of reports which handlers are required to submit. 
Provision is also made for the verification of these reports. The necessity 
for these reports and for their verification becomes apparent with the reali- 
zation of the nature of a milk market and practical operating problems which 
arise in making effective the class price in the payments to all producers 
of uniform prices which reflect the utilization of milk by all handlers. 


Section 1 requires handlers to submit reports on or before the fifth 
day after the end of each delivery period, showing, in such detail and form 
as the market administrator discovers best fits the particular conditions, 
the information as to all milk or cream weceived by handlers and the uti- 
lization of such milk. With this information before him, the market admin- 
istrator is able to determine for each handler the Classification of the 
milk, the total payment to be made to producers therefor, and, after com- 
bining the total payments of all handlers, the uniform price which will 
distribute such total amount of money to «ll producers who delivered the 
milk to all handlers. 


Section 2 provides for other reports with respect to producers de- 
livering milk to a handler. ‘These reports cnable the market administrator 
to secure needed information with respect to producers after a handler has 
newly become a party to the agreement or subject to the order, or to request 
information not already in his hands, which is needed for full knowledge to 
determine the effects of the order. : The second report provided for under 
section 2 requires that each handler report to the market administrator upon 
first receiving milk from any producer who has not previously shipped milk 
to that handler, in order that the market administrator may keep his records 
up to date with respect to the producers delivering to each handler. 


Section 3 provides for the regular reporting by handlers of their 
payments to producers for each delivery period in the form of a copy of the 
handler's producer pay roll. Such a report expedites the routine checking of 
compliance with the marketing agreement and order and provides in an econon- 
ical way the information necessary for the market administrator to maintain 
adequate delivery records. 


Section 4 provides that each handler shall permit the market admin- 
istrator to verify the information contained in all reports. The importance 
of routine verification of all reports is readily understandable 1D View OL 
the intricate and detailed transactions which are inherent in the milk busi- 
ness.e Where errors both willful and accidental may so readily creep-in and 
affect the returns to producers, successful operation of a marketing agree- 
ment and order will depend in large degree upon the extent to which the 
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market administrator assures himself of the correctness of the figures 
supplied him in the reports and of the correctness of the sampling, weighing 
and testing for butterfat of the milk which is delivered by producers. Such 
; routine varification is thus necessary for the effectuation of the provisions 
e of the marketing agreement and order. 


The necessity and importance for the verification of reports is well 
illustrated by experience in other milk markets. for example the Federal 
Trade Commission 8/ reports the following type of abuse and unfair practice 
on the part of handlers. 


"Tn October 1934 the total Class I sales and Class I purchases of 
five Philadelphia distributors whose records did not show realization by 
all classes, and the amount of their underpayments to producers were as 


follows: 
Quarts 
Class I sales 1,494,069 
Milk purchased at Clase luprice 1,314,325 
Class I sales in excess of Class l purchases 179 , 744 
Underpayment: 
Total $5,365.03 
Per quart in all Class I sales (cents) 23591 
Per quart in Class I sales in excess of Class I 
purchases (cents) 2.9851 


In addition to the foregoing five companies the Commission obtained 
the utilization by classes from the records of 11 distributors. For this 
latter group, it is possible to show the quantities of Class II and Class 
III milk sold as Class I, and the amount of underpayment to producers the se 
transactions involved for October 1934: 


Quarts 
Class I sales Tea, wou 
Milk purchased at Class Inprice 18 , 304,337 
Class I sales in excess Of Class I purchases 409 ,O60 
Amount bought as Class II 402,384 
» Amount bought as Class III 6,676 
Underpayment $10,562.61 
Per guart on all Class I sales (cents) .056 
a Per quart on all Class I sales in excess 
of Class I purchases (cents). 2.58 


| Milk Products, Connecticut and Philadelphia Milksheds, House Document No. 
ite) r eet eT 


ae a rarer a ede 
' @ 8 / Report of Federal Trade Commission on Sale and Distribution of 
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Underpayments to producers by these 16 EY Gane companies for 
October 1934, were as follows: 


Total 3 uctennsy 


Per quart on all Class I sales (cents) 078823 
Per quart on all Class I sales in excess of © 
Class I purchases (cents) 2.705170 


One Connecticut dealer buying on a utilization basis was found to 
have underpaid his producers in June 1934 by selling more Class II milk than 
he purchased from Connecticut farmers. The figures for this company were 
as follows: 


Quarts 
Class II: sales 308 , 305 
Milk purchased at Class II price. 216,889 
Class II sales in excess of Class II purchases 91,416 
Underpayment: 

Total $314.47 
Per quart on all Class II sales (cents) were Fe Oa 
Per quart on all Class II sales in excess of 

Class II purchases (cents) 34399 


"Dairy farmers of the Connecticut and Philadelphia milksheds lost 
in excess of $600,000 during 1934 through practices of certain distributors, 
mori most of which it is difficult to find’ justification. Wg / 


"The flat-price plan as well as the utilization plan is subject to 
abuse. <A flat-price buyer who usually sells milk only for consumption as 
fluid milk will offer to purchase from producers at a price which is a trifle 
higher than the prevailing blended prices they are receiving from other 
dealers purchasing on a utilization basis. As he disposes of nearly all his 
milk in fluid form as Class I, he profits by the fact that, although he buys 
at only slightly higher than the blended price paid by other distributors on 
S Utilization basis,for Class 1, II and II1, he isells nearty ali of tie 
amount which he purchases at the high Class I price. The following table 
shows the profit obtained in one month by certain dealers from paying for 
milk on the flat-price basis instead of on the basis of their actual utili- 
zation: 

Number of Profit gained by buying 
distributors on a flat-price basis 
instead of on a utiliza- 
tion basis 


Per quart Total 

Connecticut (June 1934) 6 $ 0.867 $6,648.61 
Philadelphia (October 1934) 3 .993 4,045.84 
$10,694.45. 


> 9/ Summary Report on Conditions With Respect to the Sale and Distribution 


of Milk and Dairy Products, House Document No. 94, p. 3. 
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In neither Connecticut nor Philadelphia is flat-price purchasing per- 
mitted under board rules unless the dealer pays a price equivalent to the 
blended price based on his own utilization of the milk. The table, therefore, 
shows the amount of underpayment to farmers through failure of these dealers 
to pay the price based upon their om utilization of their own milk purchases 
as required by board rules. One of the important effects of this practice 
is that the ability to purchase milk at the relatively low blended prices 
being paid by other distributors puts the flat-price buyer in a very advanta- 
geous position to cut prices on milk to the wholesale and retail trade." 10/ 


Such other abuses and unfair practices by handlers as making excessive 
hauling and country station charges, wrong weighing and testing of milk 
and taking excessive transportation charges from the country to the city 
plant prevail in the marketing of milk in many marke ts.11/ Thus, the necessity 
for routine verification of all reports submitted by handlers is important 
and necessary for the effectuation of the provisions of the marketing agree- 
ment and order. 


C. Payments to producers 


Article VIII of the proposed marketing agreement and proposed order 
provides that the minimum class prices shall be paid by handlers, for each 
delivery period not later than the fifteenth day following the delivery 
period, in the form of uniform prices to all producers, subject to the butter- 
fat differential as set forth in Article VIII, section 3. 


The requirement that all handlers must pay for their milk within 15 
days following a delivery period assures producers of prompt payment for milk 
and prohibits handlers from using the credit of producers to finance their 
businesse It prevents some handlers from gaining an advantage over other 
handlers by delaying payments to producers when their competitors pay pro- 
ducers promptly. Furthermore prompt payment is necessary On orders from the 
administrator to determine the compliance of handlers. 


Paragraph 1 provides that each producer shall be paid for milk deliv- 
ered the composite price as computed in accordance with section 2 of article 
VII of the proposed marketing agreement and proposed order, subject to the 
butterfat differential. This butterfat differential represents a compensa~ 
tion between producers who deliver milk of identical characteristics except 
for a difference in butterfat content. This differential amounts to one- 
tenth of the average (to the nearest full cent) price per pound of 92-score 
butter at wholesale in the Chicago market as reported by the United States 
Department of Agriculture for the delivery period during which such milk is 
purchased. (See page a) 


10/ Report of Federal Trade Commission on Sale and Distribution of Milk 
Products, Connecticut and Philadelphia Milksheds, p. 76. 

ac, The Federal Trade Commission has made investigations into milk- 
marketing practices in New York City, Connecticut and Philadelphia milksheds, 
Boston, Massachusetts, Baltimore, Maryland, Cincinnati, Ohio, ers oa Se 
Missouri, and Chicago, Illinois and found similar practices being carried on 


by handlers. 
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Paragraph 2 provides for the completion of the payment by each handler 
of the full classification value, but no more, of the milk received by a han- 
der Geltne handler made use Of it by paying “to or receiyina inom) aay market 
administrator the difference between his payments direct to producers and the 
classification value of his milk. Thus, when all the payments set forth in 
article VIII have been made, each handler has paid the minimum class prices 
uniformly with all other handlers, and producers have received uniform prices 
for milk of similar quality delivered. 


There is a contingency, however, that not all of the handlers will 
make the portion of the payment to producers through the market administrator 
which is described in section 1 of article VIII. To cover such a contingency 
the market administrator is authorized, (article VII, section ay paragraph 3) 
to withhola from the rate per hundredweight an amount between four and five 
cents. The withholding of the money is not a deduction but simply a deferr- 
ing of the full payment until the money is sure to be in hand. Inevitably, 
some reports will be late, some payments will fail to reach the market admin- 
istrator, on time, and errors will be made in both reports and payments. The 
provision for a deferred payment gives the market administrator a method by 
which to meet the practical problems which will arise in connection with the 
pool and still preserve practical equity in the distribution of money as 
among producers. Any cash balance from a deferred payment of one pool is 
added to the rate per hundredweight to be paid producers as calculated in the 
next following pool. The blended price announced by the market administrator, 
therefore, represents the pooled utilization of milk for the delivery period 
less 4-5 cents, plus whatever hitherto uncollected money has come into the 
market administrator's hands for previous delivery periods. 


/ 


D. Producer-handlers 


The extent to which the handling of milk of producer-handlers is re- 
gulated is presented in article VI of the proposed marketing agreement and 
proposed order. In the computations provided for under article VII the mar- 
ket administrator, with respect to milk handled by producer-handlers, shall 
first exclude the milk purchased by such producer-handler in each class from 
other handlers and then apportion the milk purchased by him from producers ae) 
each class according to the ratio which such handler's remaining total sales 
in each class bear to his remaining total sales in all classes. The purpose 
of the proposed marketing agreement and proposed order is to maintain orderly 
marketing conditions by establishing prices to be paid by handlers who pur- 
chase milk from producers. The milk of a producer-handler who buys no milk 
from producers is not included in the equalization pool. However, if a pro- 
ducer-handler does buy milk from producers, such milk purchased is included 
in the computations of the market administrator. 


E. Interhandler sales 


Section 2 of article III provides that milk sold by a handler to an- 
other handler or to a person not a handler who distributes milk or manufactures 
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milk products, shall be presumed to be Class I milk provided that, if such 
selling handler submits proof satisfactory to the market administrator that 
such nilk was actually sold or used by the purchasing handler other than as 
Class I milk, then, and in that event, such milk shall be classified as Class 
II or Class III in accordance with its actual use. 


One of the fundamental objectives of the proposed marketing agreement 
and proposed order is that all handlers shall pay uniform prices for milk 
according to the utilization of such milk. ‘The routes of milk from producers 
to consumers are so intricate and varied and the milk passes through several 
handlers, that as a practical necessity the milk must be classified at some 
focal point in the route. In this way, only, can the market administrator 
be assured that all handlers are paying for milk according to the use which 
is made of it. 


"One Philadelphia dealer was found selling pottled milk to other 
dealors in violation of the foregoing (Pennsylvania Milk Control Board fixed 
prices for sales between dealers both for bottled and bulk milk)... - 

In all 24,554 quarts are shown by these transactions as having been sold at 
prices less than fixed by the milk control board, the total amount accruing 
to the benefit of the buyers of this quantity of milk being $497.29 below 
the prices they should have paid, according to the milk control board. 


"It is obvious that the ability of buyers of milk to obtain their 
supply at lower prices enables them to resell the milk at lower than the 
board pricese" 12/ 


It is also obvious that if some handlers are able to buy their supply 
of milk at lower prices they will also be able to resell the milk at lower 
than prevailing resale prices to better advantage than their competitors who 
paid full prices according to the marketing agreement and order. This pro- 
vision in the marketing agreement and order is intended to remove the possi- 
bility that some handlers may gain such an advantage over other handlers 
through interhandler transactions, which advantage could be used to create 
instability in the market. 


Most of the interhandler sales are fluid milk sales, so that it is 
reasonable to presume that all sales unless proven otherwise are Class I. 
Provision is made, however, that if such milk is used as Class II or Class 
III, then the selling handler can, upon submitting proof satisfactory to 
the administrator, pay the Class II or Class III price for such milk. 


Pe oOLin1c.Ons 


1. "Person" means an individual, partnership, corporation, association, 


or any other business unit. In the milk industry, practically all types of 
business Organization are to be found. Hence, in order that all handlers 


12/Report of Federal Trade Commission on Sale and Distribution of Milk 


Products, Connecticut and Philadelphia Milksheds, p. 8l. 
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subject to regulation in a milk market be regulated, it is necessary that 
all possible types of business organization be specified and the proposed 
marketing agreement and proposed order be made applicable thereto. If this 
were not done, some persons would be oxempt from the provisions of the pro- 
posed marketing agreement and proposed order, even though the character of 
their business were such that they were subject to regulation. This would 
operate to cause the regulatory aspects of the proposed marketing agreement 
and proposed order to be discriminatory between different firms, and it is 
to obviate this inequitable result that "person" is so defined as to cover 
all types of business organization. 


<. "Producer" means any person, irrespective of whether such person 
is also a handler, who produces milk in conformity with the health require- 
ments applicable for milk to be sold for consumption as milk in the Louis- 
ville, Kentucky, marketing area. Milk which does not meet these requirements 
cannat be legally sold as milk in the Louisville, Kentucky, marketing area, 
hence the handlers of such milk should not be subject to any proposed mar- 
keting agreement and proposed order relating to such milk. But all milk 
which meets the health requirements is in actual or potential competition 
with all other such milk, and handlers of such milk must be subject to any 
proposed marketing agreement and proposed order for such to be effective in 
regulating the handling of such milk. 5 


3. 'Handler" means any person, irrespective of whether such person 
is a producer or an association of producers, wherever located or operating, 
who engages in such handling of milk, which is s0ld as milk or cream in the 
marketing area, as is in the current of interstate or foreign commerce, or 
which directly burdens, obstructs, or affects interstate or foreign commerce 
in milk and its products. 


One of the major objectives of this proposed marketing agreement and 
proposed order is to place all handlers on a comparable basis with respect 
to the purchase price they are required to pay for milk sold in the several 
use Classes. In order to do this, all competitive factors in the market 
must be controlled and directed so that the market operates efficiently 
and losses engendered by unrestrained, unfair competition are climinated. 
In order that this major purpose may be accomplished all persons involved 
in the handling of milk and its products in interstate commerce, must be 
subject to the proposed marketing agreement and proposed order. All types 
of business set-ups and organizations, both physical and legal, are found. 
Hence, the definition of a handler mst be broad enough to include all 
those persons who are in competition with each other so that no provision 
of the proposed marketing agreement and proposed order be discriminating 
in effect with respect to different firms or persons. 


G. Market administrator and provisions relating thereto. 


le Selection, removal, and bond.- In order that the Secretary can 
be assured that the administration of the proposed marketing agreement and 
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proposed order is being carried out without any bias in favor of or against 
any group in the Louisville, Kentucky, marketing area, it is necessary that 

he appoint the market administrator. This procedure has been followed in 

all Federal milk licenses, due to the fact that it has proven more feasible 
than other types of administrative organization. The person selected needs 

to be one of wide experience and one with complete understanding of the pro- 
posed marketing agreement and proposed order. In order further to insure 
unbiased administration of the proposed marketing agreenent and proposed order, 
it is necessary that the market administrator, selected by the Secretary, 

be subject to removal by the Secretary and only by the Secretary. For fur- 
ther assurance to all concerned of the faithful and honest performance by 

the market administrator of his duties, the market administrator is required 
to execute and deliver to the Secretary a bond in such amount as the Sccretary 
may determine, with surety thereon satisfactory to the Secretary. 


2. Compensation.- The Secretary, who selects the market administrator, 
should also be the one to determine a reasonable compensation for the narket 
administrator he selects. The market administrator being necessary for the 
proper administration of the proposed marketing agreement and proposed order, 
his salary is considered an expense of administration. 


3. Duties.- In order that there shall be proper administration of the 
proposed marketing agreement and proposed order, the market administrator 
must: 


ae Keep such books and records as will clearly reflect the financial 
transactions provided for in the proposed marketing agreement and proposed 
order. 


In order for the Secretary to be assured, and to assure producers 
and handlers of proper administration of the proposed marke ting agreement 
and proposed order, the books and records of the market administrator must 
be subject to his examination at any and all times. Only by being so assured 
can the Secretary know definitely that the proposed marketing agreement and 
the proposed order are effectuating the policy of Congress as stated in the 
Agricultural Marketing Agreement Act of VIO Cs 


b. In order for the Secretary to be informed, furnish such informa- 
tion and verified reports as the Secretary may request. 


c. In order to assure that his duties, for which the Secretary is 
responsible, are being properly carried out by his employees, obtain a bond 
for each employee who handles funds entrusted to the market administrator 
under the provisions of the proposed marketing agreement and proposed order. 
Most of the money handled in the administrator's office belongs to handlers 
or producers, and the bond would cover possible losses to them. UU win Wee ee 
surance being necessary to the proper administration of the proposed market-~ 
ing agreement and proposed order, the expense of such bond should be a part 
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of the expense of administration. 


de Publicly disclose, except as othcrwise directed by the Seerctary, 
the name of any person who has not: 


(1) Made reports pursuant to article V of the proposed marketing 
agreement and proposed order. These reports are the only way in which the 
administrator can determine in a reasonable length of time sales made by each 
handler in each class, etc. These reports are necessary in order that prices 
to producers be computed by the market administrator and the purpose of the 
proposed marketing agreement and proposed order be effectuated. If the han 
dler pays his producers without filing these reports, other handlers and also 
the producers should be informed that that handler had not filed reports and 
that the administrator could not determine if the handler had paid the cor- 
rect price for his milk. If the producers are not so informed, they might 
assume that they had been paid the correct price. The administrator must 
make it know that he had not verified the price paid, and therefore, was 
not responsible for its correctness. . 


(2) Made payments pursuant to article VIII of the proposed marke ting 
agreenent and proposed order. The market administrator obtains information 
to compute the price that shall be paid by each handler and also obtains in- 
formation as to. what price was paid. With no notice to the contrary, a 
producer might assume that the price he received was the one to which he was 
entitled, when, in fact, it might be different from what the market adminis- 
trator had computed as being correct. Because the producer might make such 
an incorrect assumption, the market administrator must notify such producers 
that the prices paid by the handler were not those computed by the market 
administrator. All handlers will be in the same competitive position only 
if they pay the price as computed by the administrator. The other handlers 
in the market in order to be on equal competitive terms should know the names 
of thosecompetitors who have not paid for their milk in accordance with the 
instrument all are supposed to observe. 


H. Deductions for marketing services (Article IX of the proposed 
marketing agreement and proposed order). 


The Agricultural Marketing Agreement Act of 1937, as amended, states 
that the Secretary of Agriculture may provide for marketing services as 
follows, (Section 8c (5) (F) ): 


"Providing Ce) except as to producers for whom such services are 

being rendered by a cooperative marketing association qualified 

as provided in paragraph (F) of this subsection (5) for market 
information to producers and in the verification of weights, 

sampling and testing of milk purchased from producers and for 
making appropriate deductions therefor from payments to producers. ." 
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The types of service to be provided are specifically set forth, namely, 
checking of weights, sampling and tests of milk, and market information. The 
former has a direct bearing upon the size of payments received by producers, 
and, in turn, the stability of the market structure; the latter provides for 
the dissemination of such information to producers as will oid them in a 
petter marketing of their products. 


Article IX of the proposed marketing agreement and proposed order 
provides for market service to producers. In section (1) provision is made 
for a deduction of four (4) cents per hundredweight from the payments made 
to producers, such monies to be expended by the market administrator fom 
market information and the verification of woights, sampling and tests of 
milk. Similarly, section (2) provides that if a cooperative marketing associ- 
ation is found to be qualified under the requirements of paragraph F, section 
8c (5) of the act and is properly rendering the services to producers enum~ 
erated in article IX, section (1) of the proposed marketing agreement and 
proposed order, then the monies deducted by handlers from the members of such 
associations shall be paid over to that association. 


"Fairly complete records of receipts, sales, and prices by class and 
by dealers are also in constant demand. They form the basis of market sum- 
maries and are invaluable for keeping the management and the membership in- 
formed on market conditions. They are necessary before the association can 
adequately plan its marketing program or bargaining procedure, and before it 
can answer intelligently the many questions which come up from day to days + <i 

"another consideration which has influenced the practices of a number 
of associations in the last few years is the fact that other agencies in the 
market have the desired information already compiled and in many cases appar- 
ently are willing to make it available to the associations at any time.) has 
has been the case in some markets under Federal or State Control. As a mat- 
ter of insurance against future needs, it would appear to be the better pols 
icy in the long run for the individual associations to compile the information 
regularly, rather than to let some other agency takeover all their respony 
sibility in this respect." 13/ 


It is declared to be the policy of Congress, as stated in the Agri- 
cultural Marketing Agreement Act of 1937, to recognize and encourage producer 
cooperatives. There is no restriction in the proposed marketing agreement and 
proposed order which would operate to the disadvantage of, or tend to supplant, 
their work. Rather, such services are encouraged by reason of a recognition 
that the cooperatives, due to a close relationship with their members, prob- 
ably are in a better position to rendcr these services to their members than 
is the market administrator. 


Experiences of the cooperatives have demonstrated that the rendering 
of marketing services to their members is a desirable feature in the proper 
functioning of the market © mechanism. Producers generally do not have avail- 
able facilities to determine accurately the weight of their milk. Neither 


> (Ce ee rio 
13/ "Economic Analysis of Bargaining Problems of Milk Cooperatives", 


Tarm Credit Administration, Cooperative Division, p- A5. 


are they in a position to test precisely its fat content. Yet, without 
verification of the weights and tests as determined by the handlers, producers 
often question the accuracy of the prices paid them. Marketing services in 
the nature of check weighing and testing are thus rendered because the 
producers themselves desire that service. 


Undoubtedly, spot checking of the purchases of milk of individual 
handlers by the market administrator would suffice in verifying weights 
and tests, and, in turn, the accuracy of price computations. However, the 
producers, as stated heretofore, desire more than this. Their primary con- 
cern is that of ascertaining, not the general accuracy of weights and tests 
determined by handlers to whom they deliver milk, but of the exact weights 
and tests of their own deliveries. 


The presentation of marketing information to producers has become a 
necessary adjunct to an intricate marketing process. With this information 
producers are better enabled to understand current market conditions. The 
United States Department of Agriculture regularly furnishes information 
to producers in the form of crop and livestock reports, outlook statements, 
etc. This service is maintained only because producers realize it is indis- 
pensable. 


The diseemination of current local market information, such as price 
aspects of the market, local supply and demand conditions, etc., by the mar- 
ket administrator serves an identical purpose. 


It is a difficult matter to estimate precisely the size of the deduc- 
tion that will be needed to cover the costs of rendering the services set 
forth in section 1 of article IX of the Proposed Marketing Agreement and 
Proposed Order for the Louisville, Kentucky, Marketing Area. In table 40 
are shown the total costs incurred in rendering such services for non-mem- 
ber producers during the first 25 months of regulation under license No. 60. 
The average cost per hundredweight of non-member deliveries was approximately 
3.9 centse On the basis of the foregoing, the deduction for marketing ser- 
vices set forth in the Proposed Marketing Agreement and Proposed Order for 
the Louisville, Kentucky, Marketing Area appears reasonable. The four-cent 
deduction is a maximum deduction for this type of service and can be reduced 
if the entire four cents is more than is necessary to perform the marketing 
services adequately. Audits of the books of the market administrator give 
full assurance that the marketing service funds are used correctly. 


Ie Expenses of administration (article X of the proposed marketing 
agreement and proposed order) 


The market administrator must necessarily incur many expenses in his 
operations: he must maintain a personnel sufficient to (a) compute period- 
ically the prices to be paid by handlers to producers, (b) record and verify 
the sales reports of handlers, and (c) provide for contact work with handlers 
and other parties in the market. 
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Table 40.- Expenditures from the marketing service 
fund under License No. 60, Louisville, 
Kentucky, Sales Area, June 19384-June 


1936 1/ 
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Expense classification Amount 

me. JU Bal IS mesa OF Ss x. 
Dollars 
Salaries 646.25 
Travel expense 40.00 
Miscellaneous expense 43.08 
Testing and weighing ‘ 309.67 

Total expenditures for 
non-member producers os 1,039 .00 
Paid to producers’ associations | 507.78 

Total 1, Steno 
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Average cost of non-member ser- 
vice per hundredweight of milk ; 03937 
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1/ The most recent date for which the information is readily 
available. 


Compiled from reports of the Market Administrator, License No. 60 
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Table 41 shows the cost incurred in the administration of license 
No. 60 during the year 1936. The total cost of administration amounted to 
$ .01032 per hundredweight of milk pooled, whereas only $ .O1 per hundred- 
weight was provided in the Federal license. 


Article X of the proposed marketing agreement and proposed order for 
the Louisville, Kentucky, marketing area, provides that each handler pay 
to the market administrator a maximum sua not exceeding one (1) cent per 
hundredweight, the monies so obtained to be used to cover the cost of ad- 
ministration of the proposed marketing agreement and proposed order. 
The exact amount per hundredweight is to be determined by the market ad- 
ministrator. In view of the experience gained in the administration of 
license No. 60, it appears that the maximum charge for meeting costs of 
administration, one (1) cent per hundredweight as specified in article 
X of the proposed marketing agreement and proposed order is reasonable. 
From table 39 it is seen that the average cost of administration 
of Federal license No. 60 in the Louisville, Kentucky, Marketing Area has 
been slightly in excess of one cent per hundredweight. However, many ex- 
penses as are necessary to set up an office for the administration or the 
proposed marketing agreement and proposed order will not be so great as were 
the expenses incurred in setting wp an office for the administration of 
Federal license No. 60. There will be less expense involved in contact 
work, getting handlers to report correctly, in establishing an auditing 
procedure, and in assembling a trained personnel. Thus, much of the init-. 
lal expense necessary to set up an administrative organization will not 
have to be incurred again. In view of this fact it is believed that an 
administrative assessment of one cent per hundredweight will be adequate 
for the administration of a marketing agreement and order. The use of the 
administration monies is checked upon by auditors of the Federal govern- 
ment. If the expense of administering the marketing agrecment and order 
does not require a deduction as great as one cent per hundredweight for 
administration, it is provided that a lesser deduction may be taken. 
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Table 41.- Expenditures from the administrative fund 
under License No. 60, Louisville, Kentucky, 


@ Sales Area, June 1934-April 1937 
‘ 
Expense classification Amount 

Auditing service 3 8,528.05 

Travel expense 3 1,546.60 

General expense 568.76 

Office expenses 2,529.58 

Miscellaneous expense : 896.10 

Salaries : 11,448.24 
Total 3 25, 519.33 

Average cost per hundredweight of mild .01032 
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Compiled from reports of Market Administrator, License Noe 60. 
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